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CURRENT ECONOMIC PROBLEMS! 


In view of the renewed interest in currency problems of the Western world, KYKLOS 
takes pride in presenting its readers with the text of a talk given by Dr. PER JACOBSSON 
at the University of Basle on June 12, 1961. We greatly appreciate the opportunity 
of adding this statement of the distinguished director of the International Monetary 
Fund to the papers submitted by the economists Hahn and Salin in KYKLOS XIill, 
Fasc. 4, 1960. — The manuscript of the speech has been printed in full, with the ex- 
ception of the opening lines in which the speaker expresses his thanks to the Rector 
Magnificus of Basle University, our co-editor, Dr. Edgar Salin. J.-S: 


I speak today on current economic problems. I must say that I 
do it with some hesitation as I have not been in Europe for ten 
months and naturally I have, therefore, come here mainly te listen 
and not to talk myself. I have, of course, had the advantage of meeting 
many personalities, many of them old friends, at the Annual Meeting 
of the Bank for International Settlements, which is one of the best 
occasions I know for learning about Europe and the world at large. 


And there I have heard this afternoon the President, Dr. Holtrop, 
give what I would calla relatively optimistic picture of the conditions 
in the industrial countries of the world. He pointed out, however, 
the existence of some dangerous disequilibria and some pronounced 
business trends that give some occasion for reflection. I have not yet 
had the time to read the B.I.S. Report apart from the introduction 
and the conclusion, but I know how much I shall learn from it. 

The most striking thing about the world economy in 1960 was 
surely the diversity of trends and conditions. The pronounced boom 
in Western Europe and Japan, the slackening of activity in the 
United States, the generally rather difficult conditions of the non- 
industrialised countries related to a slight decline in the average 
level of raw material prices. 

Let me begin by talking about the United States. The upward 
trend in activity went on quite nicely in 1959, but was, however, upset 
towards the end of the year by the steel strike. And those who re- 


1. Speech delivered before the Basle Centre for Economic and Financial 
Research, Basle, Switzerland. 
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member the general optimism of the latter half of 1959 know how 
great were the hopes about the decade called the “roaring sixties” 
that was to come. But things turned out differently. There was soon 
a slackening in business activity in the United States with a decline 
in output, not very large but noticeable, and a marked increase in 
unemployment—but still quite a high level of private investment in 
plant and equipment. In some ways this was a strange kind of busi- 
ness setback. There has been an interesting discussion in the United 
States whether or not this setback should be called a “recession’”’. It 
depends, of course, on what should be meant by a recession. There 
was undoubtedly a change in stock-building—in the trend of inven- 
tories. An accumulation of inventories at an annual rate of over 
$11 billion in the first quarter of 1960 changed into an inventory 
liquidation ata rate of $3 billion in the last quarter of the year. Under 
the impact of this change, industrial production declined by 7 per 
cent; and unemployment increased to the highest percentage since 
the end of the war. 


Those who regard the shift in inventories, and many do, as the . 


typical feature of booms and recessions, will naturally call the slacken- 
ing in activity that took place in 1960 a recession. They are fully 
entitled to do so. But I learnt as a young man from Gustav Cassel and 
others that the typical characteristics of booms and recessions—or 
depressions as we used to call them before we became so considerate— 
were the cyclical changes in investment in plant and equipment. The 
recession was, for them, the after-effect of the pronounced increase 
in investment in plant and equipment, leading, as a reaction, to a 
decline in such investment. No such movements of any significance 
occurred this time and, whatever we call the recent slackening in 
activity, we have surely reasons to inquire why we had such a pecul- 
iar kind of setback. 

For my own part, I have little hesitation in thinking that this 
recent slackening was due to the sudden realisation of the fact that 
prices would not continue to rise, that there would not even be a 
“creeping inflation”. American businessmen had suddenly to learn 
how to live without inflation. That is not an altogether easy thing 
to learn. We have seen in country after country that when an infla- 
tionary mentality gives way to the expectation of more stable prices, 
a period of adjustment is needed. I could mention half a dozen 
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or a dozen countries where that has happened. The United States’ 
economy has just passed through such a period. From what I hear 
from some leading industrialists, the prices they charge for many 
products—electrical equipment and others—are now some 5 to 6 per 
cent lower than they were in 1959. Great efforts have often been made 
to reduce costs. I heard that one large public utility company carried 
out all its planned investment and that the cost was about 5 per cent 
less than estimated—as the investment ran into $ 50 million, the 
saving was considerable. There can be little doubt about the general 
trend and that in a large part of manufacturing industry there is a 
tendency towards a decline in prices. 

The first question we may ask is how this change in the trend was 
brought about. I think there were two main factors: 

In the first place, the internal fiscal and credit policy of the United 
States was changed. I want to go back to the New Delhi Meeting of 
the International Monetary Fund and the International Bank for 
Reconstruction and Development in September, 1958. There it 
became clear to the United States’ delegates that a number of the 
delegates of the other countries had grave doubts about the strength 
of the dollar, because of the deficit in the United States balance of 
payments and the deficit in the United States budget, which, as a 
matter of fact, turned out to be as high as $19 billion in the fiscal 
year 1958-59. Mr. Robert B. Anderson, then Secretary of the Trea- 
sury, said in a speech that delegates from over thirty countries had 
spoken to him in New Delhi about their fears for the dollar. He and 
Mr. William McChesney Martin, Chairman of the Federal Reserve 
Board, took this to heart and went home and changed the fiscal and 
credit policies. For the fiscal year 1959-60 there was a surplus of 
almost $1 billion in the budget instead of the deficit of $13 billion 
in the previous year, and for 15 months there was no net rise in the 
money supply. This had its effect—and in this change in fiscal and 
credit policy we have one of the factors that help to explain why prices 
ceased to rise. 

The other factor was foreign competition. European industry had 
begun to compete effectively in 1954-55 on world markets, but then 
came the Suez Crisis in 1956-57, which caused a setback. But by 
1959, competition was again a stern reality. In fact, it began to be 
evident that the industrial countries outside the United States would 
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have a greater influence on the world price level than the United 
States itself. The reason is, of course, not that industrial production of 
the United States is unimportant. The volume of the industrial pro- 
duction of the United States is in fact higher than the total of the 
industrial production of all the countries of Western Europe. But 
Europe is economically an “ extrovert’’, a foreign trader, while the 
United States is largely an economic “introvert”, a home trader. 
This difference in orientation makes for diverging effects on the 
world markets. May I say that I am glad to be able to pay homage to 
Dr. Jung, who invented the terms extrovert and introvert, which we 
can also use in economics. 

It is my belief that no single country can today determine the 
trend of world market prices—and also that competition among 
countries is such that there is little chance of a general rise in prices— 
in fact, raw material prices, as I said, fell slightly during 1960 and the 
prices of many manufactured articles are also tending to decline. I do 
not exclude, of course, that in the upward phase of the business cycle 
there may still be an increase in the price level. But what strikes me 
most singularly is that during the pronounced boom that we have 
had over the last year in Western Europe, there was not any increase 
in the general price level on world markets. There must be, there- 
fore, some deep-seated forces making for price stability. You may 
say simply that supply has caught up with demand. And that, I 
think, is not a wrong statement, but we have then, of course, to ana- 
lyse more clearly what we mean by demand. I think that under the 
budget policies now being pursued in most countries, there is little 
reason for believing that, in this time of peace, there will be a strong 
inflationary trend from the demand side. 

Under the impact of, let us say, “‘non-rising”’ world market prices, 
I do not believe that prices in the United States will rise significantly 
—and some prices may even decline. If that is true it would exclude 
the possibility of even a creeping inflation. I must tell you, however, 
that there are some very able men who do not agree with me on this 
point. On Sunday, 5th March this year, Professor Paul A. Samuelson 
from the Massachusetts Institute of Technology—a very able and 
respected economist—gave his opinion on a “‘Meet the Press” Tele- 
vision Interview that he would be content if the official price index 
could be held down to an increase of no more than 1 &% or 2 per cent 
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a year. I should add that he thinks this will be largely offset by an 
improvement in quality. 

Personally, as I have already said, I doubt whether the United 
States’ price rise can be as large as that, for I think it will largely 
be determined by foreign competition, from the lower wage coun- 
tries, from the European countries. Of course, it is nothing new 
in world history that world prices should follow European prices 
more than prices in the United States. That was the case in 1931, 
when, as you know, world prices followed sterling and not the 
prices on the United States market. And I think that we have a 
\ return of those circumstances today. It 1s still remarkable, however, 
that American economists often speak as if the United States would 
be free to determine by its own policies the trend of prices. Professor 
Schlichter thought to the end of his days that this would be so. I 
believe that to be a misconception—a misunderstanding of the reali- 
ties of the situation. 

In his ‘Meet the Press’? Conference, Professor Samuelson has told 
quite frankly why he would be content, as he said, with such a price 
rise—of 114 to 2 per cent a year. He is afraid that the alternative 
might be stagnation, because in a strong private investment boom, 
when there is no slack in the labour market, under the collective 
bargaining set-up there would be a tendency for each wage bargain 
to be settled on the high side. 

So in this way we are back to the question of costs. This question is 
at present discussed as intensely in the United States as elsewhere. 
For the moment it has to do with the recovery from the slackening in 
activity that has taken place and with the absorption of the unem- 
ployed. As you know, two developments are taking place in the 
United States at present, which can only be regarded as satisfactory. 

(1) One is the disappearance of the deficit in the balance of pay- 
ments—to which I shall refer in a moment; (2) the other is the 
business recovery. 

It seems that the transition period during which business adjusts 
itself to the new price trend—slightly declining instead of rising prices 
—is largely over and, with a greater ease in credit policy, production 
is rising and rising quite well. But will this recovery reduce the high 
rate of unemployment? : 

There will, no doubt, be some improvement. But what is begin- 





276 PER JACOBSSON 


ning to be realised is that much will depend on the wage trend. If 
wages rise, even with more financial ease, there will be less reduction 
in unemployment. This, may I add, isin conformity with any respect- 
able economic theory—but most notably in accordance with Keynes’ 
views as expressed in his ““General Theory”’. It is often forgotten that 
Keynes defined liquidity in terms of labour or wage units—and that 
he made it clear that if wages rise in a depression, unemployment is 
not likely to be much reduced even with an increase in liquidity. This 
is fully recognised, I think, by the best commentators on Keynes and 
notably by Professor Alvin B. Hansen in his book “‘A Guide to 
Keynes’. And on 5th March, this year, there appeared in the “New 
York Times Sunday Magazine” an interesting article by Professor 
Alvin B. Hansen entitled ““An Appeal for a Dual Economy’’, in 
which he, on the one hand, urged an expansion in demand as well as 
other things, but on the other hand gave the following warning: 


“‘A danger signal needs to be hoisted. The increased aggregate demand 
springing from these programs could evaporate in higher prices and higher 
money wages with no gains in output and employment. There is, indeed, great 
danger that this may happen in whole or in part. This is a hard fact of contempor- 
ary political life, not only in our own country but throughout the free world. We 
cannot permit administered pricing and collective-bargaining wage contracts to 
rob the countiy of the employment and output increases which expansional 
measures are designed to achieve. To this end, President Kennedy has appointed 
an Advisory Committee on Labor and Management Policy to encourage pro- 
ductivity gains, sound wage policies and price stability.” 


I think Professor Hansen quite rightly referred to President Ken- 
nedy’s ‘“‘Advisory Comittee on Labor and Management Policy”. 
This is—as the name indicates—an Advisory Committee, but it is 
part of President Kennedy’s attempt to give more direction to 
American life, which, I think, is approved generally by the American 
public. It is obvious that the Government cannot seek to fix wages, 
but it can provide the conditions for a greater understanding of what 
the situation demands. 

I think that market conditions in the United States now favour a 
moderation in the increase in wages. It is not only the existence of 
fairly wide-spread unemployment—though that is playing a role— 
but also the shrinking of profit margins which naturally leads to 
greater resistance by employers. It seems to me that American labour 
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is beginning to pay greater attention to job security than to an in- 
crease in wages. Questions arise about the retraining of workers and 
other measures to promote the mobility of labour, both important 
aspects of automation and other technical developments at a time of 
strong labour organisations. Labour Unions will, however, continue 
to demand an increase in wages—it is their business to do so. Very 
much depends, then, upon the general climate of opinion and the 
resistance exerted by the employers to such increases. That resistance, 
as we have seen in many countries, will be influenced by government 
attitudes even if there is no coherent official wage policy adopted in 
the country. And therefore the discussion of these problems and the 
attempt to bring about a favourable climate of opinion and under- 
standing is, I think, of the utmost importance. 

Therefore, I think that in this situation the Advisory Committee 
on Labour and Management Policy can exert a very useful influence. 
Conditions vary from country to country, so that the direct imitation 
of institutions is rarely possible, but here is surely an innovation that 
ought to be carefully considered by other countries; many of them 
might be wise if they, too, were to establish some body concerned with 
the problems of efficiency of industry as affected by labour manage- 
ment policies. 

In the United States we have seen in recent weeks and months the 
signs of a recovery of business and also an improvement in the balance 
of payments. Already in the course of 1960, the exports of the United 
States increased considerably, while imports declined, so that there 
was a basic improvement in the balance of payments. For the present 
year the surplus on trade account is running at an annual rate a little 
above that of the last quarter of 1960, with exports at an annual rate 
of about $ 20 billion and imports of about $13 % billion, giving a 
difference of 61/, billion as the trade surplus. With the net income 
from investments and services, the current account balance is thus 
running at a rate of over $9 billion a year—not a bad sum! It is fully 
covering all military expenditure abroad, all government aid and 
also long-term investments. And if, with an improvement in business 
in the United States, interest rates would stiffen somewhat and there 
would be no outflow of short-term funds, it is likely that there would 
probably be no over-all deficit in the United States balance of pay- 
ments and possibly even a slight surplus. 
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No doubt, United States exports have been helped by the boom 
in Europe and the slackening in the domestic economy, which gave 
and still gives us industry a great advantage in delivery dates. There 
are those who think that the recovery in the United States economy 
will perhaps somewhat reverse these conditions, but I do not per- 
sonally expect any sudden reversal. 

Last year was in many ways a strange year, not least in foreign 
trade. Under the impact of the strong boom in Western Europe and 
Japan, the imports of these countries increased by almost 20 per cent 
over 1959, while the imports of the United States showed a slight 
decline of 3 to 4 per cent over the preceding year. The higher imports 
of Europe and Japan were sufficient to increase the volume of world 
trade by over 10 per cent despite the decline in United States im- 
ports. But while Western Europe alone, and, I think, the United 
States alone, can increase the volume of the world trade, it takes 
booming conditions on both sides of the Atlantic to increase even a 
little the prices of raw materials. 

Especially for some countries in Latin America and elsewhere, 
the decline in United States imports has been a matter of embarrass- 
ment, and it is not surprising that these countries have turned to the 
International Monetary Fund for assistance. May I read you the list 
of the twenty-one countries which have turned to the Fund for 
financial assistance during the past year, that is to the goth April, 
1961: 

Argentina, Australia, Bolivia, Brazil, Ceylon, Chile, Colombia, 
the Dominican Republic, Ecuador, El Salvador, Honduras, Iceland, 
Iran, Nicaragua, Pakistan, Paraguay, the Philippine Republic, both 
the Egyptian and the Syrian Regions of the United Arab Republic, 
the Union of South Africa, Turkey and Yugoslavia. In addition, stand- 
by arrangements have been concluded with three countries, namely, 
Haiti, Peru and Uruguay, under which no drawings have so far 
been made. 

You will find that these countries are almost all industrially less 
developed. I do not say that for all or even most of them their diffi- 
culties have arisen only from the trading conditions of the last year. 
In several, they are of longer standing and have other causes. These 
arrangements with the International Monetary Fund have involved 
programmes for the restoration or maintenance of monetary stability, 
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and we in the Fund have been impressed by the efforts made by so 
many countries in difficult positions to master their problems, and 
their great determination to withstand and overcome inflationary 
pressures. 

Turning now to Western Europe, one finds good business con- 
ditions, great vigour and a spirit of enterprise that is very gratifying. 
The economic upsurge of the European countries has been a blessing 
to themselves and to the rest of the world, not only to the underdevel- 
oped countries but also to the United States, because of the boost 
that it has given to higher imports. 

But even good economic conditions create problems. It has not 
been easy to determine what should be the proper monetary policies. 
On the one hand, the authorities had to take steps tocontain the boom, 
on the other hand, they had to avoid disturbing the international equi- 
librium. Normally in a boom, they would have to raise interest rates 
to withstand an excessive upsurge, but if they did that, they might 
attract more funds from abroad which might still further inflame the 
boom. Partly this difficulty has been due to the difference between 
the economic trends on the two sides of the Atlantic. This has happen- 
ed before, but never, I think, in such a pronounced way. I have 
followed international economic developments for over forty years 
and I have never ceased to be astounded about the new situations 
that occur, but this is indeed a situation for which no solution is to 
be found in the textbooks, and for which there are no clear precedents. 
I think the Central Banks have shown great flexibility in their think- 
ing and have been ready to weigh different considerations against 
each other. 

I was in Great Britain last week. There, too, I found a rate of in- 
vestment in plant and equipment, especially in manufacturing in- 
dustry, that was greater, I think, than in any postwar year. This is 
a very encouraging sign because I had in the past been a little afraid 
that the heavy burden remaining from the war would affect the 
vigour of that economy. Now the task is, of course, to find room for a 
continuation of this investment and also for increased exports to help 
the balance of payments. And that bringsone back toconsumptionand 
budget policy. In the last British budget there were increased taxes— 
some were lowered and others increased—so that there is a surplus 
of £506 million above the line, and the over-all deficit is only £69 
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million after taking account of all investment expenditure of the 
government. This is more than covered by the cash income from 
social insurance funds and from small savings. Certain economic 
stabilisers have been included in the budget which, once they have 
been approved by Parliament in July, could be applied to decrease 
consumption. So budgetary steps have already been taken, and 
others may be imposed in the course of the summer. One interesting 
aspect of this, as Dr. Holtrop said in his speech today, is that there 
is a tendency to rely a little more on budgetary measures and not 
solely on monetary policy to achieve and maintain economic balance. 

We have now a world of at least externally convertible currencies, 
with much reduced trade discrimination and hardly any payments 
discrimination. This has been a good thing. Without convertibility, 
I do not think we would have had the upsurge in world trade that has 
taken place. But convertibility creates certain problems, too—it is 
now easier to move funds from one market to another. And funds are 
moved to make a profit on interest rate differentials and for other rea- 
sons. Such movements have to be regarded as an almost normal ele- 
ment in the convertible system—and should normally bring little diffi- 
culty. But these movements can be intensified by extraordinary occur- 
rences and sometimes wrong notions. Last autumn and winter there 
was a movement of funds out of the United States, partly because of 
devaluation fears, especially after the price of gold on the London 
market had risen to nearly $ 40 and for a few hours had even exceeded 
$40. I said at the time I did not think monetary policy would be de- 
termined by the misconception of speculators. Soon it became clear 
that there is strength in the dollar. 

Another occurrence has been the revaluation of the German Mark 
and the Dutch Guilder. I will not go into the question of the merits 
of this move—that is past history. But I must refer to some of its 
consequences—movements of funds induced by what I again think 
are wrong notions about what will happen. In my position in the 
Fund, I hear of course what people say and can observe the conse- 
quences of their actions, and then I also tell them as best as I can 
what I think is happening. In this connection I would like, here and 
now, to make the following considered remarks: 


In the past three months the economic world has been plagued by rumours of 
further currency changes. These rumours seem to me entirely unfounded. They 
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are, however, very damaging to confidence and people would do well to consider 
how much harm they do in inventing and spreading such rumours. 

I happen to know that in all the major financial centers the monetary autho- 
rities are determined to maintain existing parities. There is no foundation what- 
ever for the rumours that there are some new plans under international discussion 
for currency adjustment, whether by revaluation, devaluation, widening of 
margins, or in any other way. 

I have been very glad to see in Basle this week-end renewed confidence in the 
firm attitude of the central banks and in the effective co-operation which is going 
on between them. Both this attitude and this co-operation have the warm support 
of the International Monetary Fund. 


Travelling as I do from country to country, I see very little differ- 
ence in price levels—I believe we are approaching a situation of much 
greater balance in this respect. We have convertible currencies, we 
have a system which it is in our common interest to strengthen and 
solidify, and I think we shall succeed in doing so. The economies of the 
Western World show on the whole great vigour and impressive rates 
of investment. And I think we have greater possibilities than in the 
past to overcome the difficulties we have to face. 

We must not forget that the currency changes in the 1930’s were 
caused not by inflation but by deflation—by a fall in prices—which 
began outside Europe and was conspicuous in the United States 
before it made itself felt in Europe. I am sure that there will be no 
such deflation now; the economic system could not endure it and, 
of course, nobody wants it. American policy is certainly not framed 
in that direction. 

Another difference is that now we have in the International Mone- 
tary Fund an institution endowed with considerable resources which 
can render its assistance in appropriate circumstances—and, as you 
know, on the basis of programmes which are designed to remedy 
unbalanced situations. We also have closer central bank co-operation. 
I think that there were two distinct—though perhaps unintentional— 
consequences of the revaluation of the German Mark and the Dutch 
Guilder: 

1. Inwide circles people have become so distressed, not to say, dis- 
gusted, about the consequences of currency changes that in fact the 
determination to defend the present parities has been strengthened. 

2. The central banks—including the Federal Reserve System 
of the United States—have decided to co-operate more closely 
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through the granting of credits and in the forward exchange 
markets. 

Further steps can and should, I think, in the opinion of most people, 
be taken to strengthen our present system. The ideas naturally con- 
cern the International Monetary Fund. Even if the Fund is now very 
liquid, we have to consider what might happen in the future. The 
Fund should be in such a position that it could meet the needs of 
all its members—big and small—including the United States. If it 
were not able to do so, there would be a serious deficiency in the 
whole structure. It is possible to strengthen the Fund on the basis of 
its present Articles of Agreement through the use of its powers to 
borrow. It may be that such additional resources will never need to 
be much used. But remember the stabilisation credits arranged bet- 
ween central banks on so many occasions in the past. They were 
generally not used, but nevertheless they were very useful. I think 
one ought to do one’s best to get rid of the bugbear of a lack of inter- 
national liquidity in the official field. In the private field we have 
plenty of liquid resources, but just because of the great liquidity of 
private institutions—industry and banks—we need to have greater 
resources in the hands of the official institutions to meet the possible 
onslaught of international movements of private funds. If we can 
succeed in removing the bugbear of a lack of international liquidity, 
then the responsibility for any imbalances would more definitely be 
thrown back onto the individual country. This is a policy designed 
to establish not less but enhanced financial responsibility in the world. 

As I said before, the industrial countries in Western Europe and 
in Japan show very great vigour and have very little unemployment. 
In these countries—and in the United States and Canada as well— 
there is a high rate of investment. Great progress is also being made 
in many non-industrial countries. We have to seek to establish such 
conditions that these, in many respects so favourable, developments 
can continue—and we have to provide against the strains and stresses 
of a possible setback. 

Over forty years I have seen many shifts in fortune—and I would 
like to think that we are making the proper preparations to be 
able to face whatever difficulties—and they may be many—we 
shall have to meet in the future. Pasteur said: “Fortune favours the 
prepared mind”. I think fortune also favours the prepared institu- 














ee a a ae ae a ae 




















CURRENT ECONOMIC PROBLEMS 283 


tion. There are many ways in which our system can be strengthened 
by action in the individual countries and by international measures 
along practical lines. I should think that it is in the interest of all of 
us to use the present opportunity to prepare adequately for the future. 


Chairman of the Executive Board PER JACOBSSON 
and Managing Director 
of the International Monetary Fund 


SUMMARY 


The most striking feature of the world economy in 1960 was the diversity of 
business trends and conditions. In the us, a slackening in business activity took 
place in 1960 which has to be ascribed to the sudden realisation of the business 
community that prices could not continue to rise. The change in the price trend 
was due to the us fiscal and credit policies and to foreign competition. The reco- 
very that has now been initiated will, however, only reduce unemployment signi- 
ficantly if wage increases stay moderate; in this respect, the Advisory Committee 
on Labour and Management Policy can be expected to exert a very useful in- 
fluence. 

The Western European countries, on the other hand, have experienced an 
economic upsurge during the past year. This upsurge, although undoubtedly a 
blessing for Europe and the world, created problems of its own. Normally the 
boom would have called for a raising of interest rates; in a world of at least 
externally convertible currencies, this might, however, attract more funds from 
abroad. In the face of this, co-operation between the central banks has become 
more important than ever before. Also, the International Monetary Fund should 
be strengthened through the use of its power to borrow. 


ZUSAMMENFASSUNG 


Die auffalligste Eigenart der Weltwirtschaft im Jahre 1960 war die Verschieden- 
heit der wirtschaftlichen Lage in einzelnen Landern. In den Vereinigten Staaten 
trat 1960 ein Riickgang ein, der darauf zuriickzufiihren ist, dass die Wirtschaft 
sich plétzlich bewusst wurde, dass die Preise nicht weiterhin steigen konnten. Die 
Veranderung des Preistrends beruhte auf der amerikanischen Finanz- und 
Kreditpolitik und auf der auslandischen Konkurrenz. Die jetzt eingetretene 
Erholung wird jedoch die Arbeitslosigkeit nur dann wesentlich senken, wenn die 
Lohnerhéhungen massig bleiben; in dieser Hinsicht ist zu erwarten, dass das 
Advisory Committee on Labour and Management Policy einen sehr niitzlichen 
Einfluss ausiiben wird. 
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Die westeuropaischen Lander andererseits haben im vergangenen Jahr cinen 
Wirtschaftsaufschwung erlebt. Obwohl dieser Aufschwung cin Segen fiir Europa 
und die Welt war, liess er doch besondere Probleme entstehen. Normalerweise 
hatte der Boom eine Heraufsetzung der Zinssatze erfordert; dieses hatte jedoch in 
eincr Welt zumindest gegeniiber dem Ausland konvertibler Wahrungen weitere 
Kapitalien aus dem Ausland angezogen. Angesichts dieser Tatsachen ist die 
Zusammenarbeit zwischen den Zentralbanken heute wichtiger als jemals zuvor. 
Dariber hinaus sollte auch der International Monetary Fund durch Ausnutzung 
der ihm offenstehenden Moéglichkeit zur Anleiheaufnahme gestarkt werden. 


RESUME 


En 1960 l’économie mondiale fut caractérisée de fagon marquante par la diversité 
de la situation économique dans certains pays. Aux Etats-Unis, un recul s’est 
produit en 1960, résultant de ce que les milieux économiques sont devenus cons- 
cients que les prix ne pouvaient continuer d’augmenter. La modification du trend 
des prix a sa source dans la politique financiére et des crédits en Amérique, ainsi 
que dans la concurrence étrangére. Le redressement que I|’on vient d’enregistrer 
ne diminuera cependant le chomage que si les augmentations de salaires restent 
modérées. A cet effet, on peut s’attendre a une influence trés positive de la part 
de «!’Advisory Committee on Labour and Management Policy». 

D’autre part les pays de l’Europe occidentale ont connu l’année derniére une 
expansion économique. Bien que ce boom ait été un bienfait pour l'Europe et le 
monde, il a néanmoins posé certains problémes. Une hausse du taux de l’intérét 
aurait normalement di intervenir. Ceci aurait cependant attiré les capitaux 
étrangers, tout au moins envers les monnaies convertibles vers l’extérieur. Aussi 
la collaboration entre les banques centrales est-elle plus nécessaire que jamais. 
De plus le International Monetary Fund devrait étre renforcé par l’emploi de 


la possibilité qui lui est ouverte d’émettre des emprunts. 
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THE TRIFFIN PLAN: 
DIAGNOSIS, REMEDY, AND ALTERNATIVES 


Diagnosis 


Professor RoBERT TRIFFIN’s diagnosis of and prescription for inter- 
national monetary ills have been commanding widespread attention, 
including that of the KENNEpy Administration. The next few years 
are likely to see far-reaching decisions made on international mone- 
tary organization. The TriFFin Plan and its alternatives warrant the 
careful consideration that its author himself has called for". 

As world income and trade continue to grow, TRIFFIN argues, 
countries will need more and more international liquidity (gold and 
foreign exchange) to finance temporary deficits in their balances of 
payments. Experience punctures any hope that gold production 
alone can fully meet this need?. For decades, many countries have 
been ‘“‘economizing”’ on gold by also holding key currencies, particu- 
larly sterling and dollars, in their international reserves. In the last 
decade, gold production has provided hardly more than one-third 
of the growth of international liquidity held by countries outside the 
United States; the great bulk of this growth has come from American 
gold losses and, in particular, from increased foreign holdings of 
American liquid liabilities’. This system requires a paradoxical flow 


1. See his testimony before the Joint Economic Committee of Congress, 
October 1959, in Employment, Growth, and Price Levels, Part gA (Washington: 
us Government Printing Office, 1959) ; his Gold and the Dollar Crisis (New Haven: 
Yale University Press, 1960, hereafter cited as Gold), which reprints part of the 
1959 testimony; and his testimony and related material in Hearings before the 
Joint Economic Committee, December 1960, entitled Current Economic Situation 
ind Short-Run Outlook (Washington: us Government Printing Office, 1961, here- 
after cited as 1960 Hearings), pp. 170-260. 

Without implicating them, the present author thanks Professors ALEXANDRE 
Karka and Daniet Epwarps for reading an earlier draft of this paper and 
making valuable comments. 

2. Assuming, of course, the continued growth of world trade and the avoidance 
both of price-level deflation and of increases in the price of gold. For some of the 
many persuasive arguments against a gold price increase—which this paper will 
not consider further as an alternative to the ‘Triffin Plan—see Gold, pp. 81-82. 


3. Gold, pp. 54-55; 1960 Hearings, pp. 209-210. 








286 LELAND B. YEAGER 


of capital. While the United States is providing private foreign in- 
vestment and government loans and grants to other countries, these 
other countries—many of them quite poor in comparison—are at 
the same time providing free or cheap loans to the United States by 
acquiring accounts in American banks, U.S. government securities, 
and similar liquid claims. 

A still more patent “‘absurdity’’‘ of existing arrangements has been 
dramatized by the balance-of-payments troubles of the United States 
from 1958 on. Over the long run, the key-currency countries must 
have deficits to expand the reserves of other countries. Yet the key- 
currency countries thereby incur ever larger liquid liabilities to for- 
eigners; as a percentage of these liabilities, and perhaps in absolute 
amount also, their gold reserves become smaller and smaller. While 
there simply is not enough gold for all countries to hold their inter- 
national reserves in gold alone, the monetary authority of any in- 
dividual country, acting by itself, is free to hold as much of its reserve 
in gold as it wishes. The only real incentive (apart from international 
cooperation and the like) for holding some or most of the reserve in 
key currency instead is its convenience and interest yield. Precisely 
because of its reasons for holding any international reserves in the 
first place and because of its own sophistication, a national monetary 
authority will actively consider getting rid of a key currency whose 
gold parity seems shaky. If more key currencies than one serve as 
international reserves, the rush may be from the weaker to the 
stronger. If the threatened key currency has no rivals, the rush will 
be into gold. The 1931 monetary collapse shows how history might 
some day repeat itself. 

To maintain confidence in its currency and avoid a flight from 
it, a key-currency country must watch its balance-of-payments 
position closely, as the United States is doing today, and must per- 
haps take action to cure deficits. But in doing so, it restricts the 
growth of international liquidity in the form of foreign holdings of 


its currency. 

Insummary, TrirFin finds that under existing arrangements, long- 
run balance-of-payments deficits of key-currency countries are both 
necessary yet alarming. This haphazard system is fated to become 
more and more precarious as time goes on. 

4. Gold, p. 67. 
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Triffin’s Proposal 


The remedy TrirFin prescribes is worth considering not only for its 
own sake but also for the deeper insight it provides into his diagnosis. 
Countries belonging to the International Monetary Fund would 
initially be encouraged to transfer parts of their foreign-exchange 
holdings to the Fund in return for deposits with it. We need not 
describe the suggested details of negotiating and carrying out a piece- 
meal and gradual transition; we can best appraise the new system 
by considering its logical extension to its final form. Ultimately, coun- 
tries would hold substantially all of their official international re- 
serves—beyond some maximum allowable gold percentage—in the 
form of deposits with an expanded International Monetary Fund 
(hereafter called “‘ximr’’>). The ximF could pay its members interest 
on their deposits because it would be earning interest on the foreign- 
exchange assets initially transferred to it and on the other loans and 
investments that it would subsequently acquire. International settle- 
ments nowadays made by official transfers of gold and key currencies 
would be made, under the new system, by transfers of deposits at 
the ximr. Central banks could draw on their ximF deposits to obtain 
currencies actually needed for their stabilizing interventions in the 
foreign-exchange markets. 

Deposits at the xIMF would constitute a new international money, 
perhaps known as “bancor”’ (the name suggested by Keynes in his 
plan of 1943 for an international clearing union). Bancor, gold, and 
national currencies would all have fixed parities in terms of one an- 
other, though individual countries might presumably change their 
own parities, as under existing IMF rules, in infrequent cases of ““funda- 
mental disequilibrium’’. The xmr would be a central bank for central 
banks, adjusting the total supply of bancor to the liquidity needs of the 
world economy. It could expand the bancorsupply gradually over time 
by making loans and acquiring securities, just as a national central 
bank can expand the national stock of currency and commercial- 
bank reserve funds. Under the new system, the total supply of bancor, 
and therefore of bancor plus gold, could be subjected toa rational man- 
agement impossible for gold alone or for gold and foreign exchange. 

5. Following the example of Oscar ALTMAN in his penetrating critique of the 
plan reprinted in the 1960 Hearings, pp. 175-207. 
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The Need for Close Scrutiny of the Plan 


The TrirrFin Plan stems from a perceptive diagnosis of existing ills®. 
Its adoption probably would represent a genuine improvement. It 
would convert a dilemma into a mere problem: the United States 
could strive to remedy its balance-of-payments deficit without threat- 
ening to strangle the growth of international liquidity. Still, there 
is ample reason for accepting TRIFFIN’s invitation to discuss his plan 
in the light of possible improvements or alternatives. The plan would 
expand governmental institutions and discretionary authority and 
thus depart still further from the ideal of simplicity and automaticity 
in social and economic arrangements. Its adoption would be difficult 
to reverse. We may quickly pass over the obvious points connected 
with expansion of the staff of the International Monetary Fund and 
the self-perpetuating character of governmental and international 
organizations—tendencies described by PARKINsOoNn’s Law. What re- 
quires emphasis is that when the ximF had come to have a large 
volume of deposit liabilities, backed only fractionally by gold and 
with much of the other assets being long-term loans and securities, 
liquidating it and repaying the depositors would be awkward. This 
is especially true because the scheme would ultimately have become 
dependent on requiring member countries to hold no more than a 
specified percentage of their total reserves in gold. If one or more 
economically important members wanted to withdraw from the 
scheme, the ximF would find itself in difficulties, especially in view 
of the guarantee of the gold value of their deposits extended to all 
members. To safeguard the scheme and protect all other members, 
it might be essential to forbid any country to withdraw, ever. Coun- 
tries would probably be unwilling to commit themselves so irre- 
vocably; but even if they did make the commitment, some future 


6. One reservation about the diagnosis, however, must be developed later on. 
The essential trouble nowadays is not the use of national currencies as inter- 
national liquidity, but the use as international liquidity of national currencies 
precariously tied to gold on a fractional-reserve basis. TRiFFIN does not make this dis- 
tinction because he takes for granted the ccntinued pegging of currencies to gold. 

Some criticisms (e.g., ““World Shortage of Money ?”’, First National City Bank 
of New York, Monthly Letter, March 1961, pp. 31-35) dispute whether there 
actually is any liquidity problem. Perhaps TriFFin’s diagnosis is a bit premature, 
but it is hardly fanciful. 
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government of some important country might still possibly repudiate 
it. The Trirrin Plan is no stopgap to be tried pending invention of 
something better. As a practical matter, its adoption would block 
any fundamentally different solution to the world liquidity problem. 
It is much more fully true of the Trirrin Plan than of economic 
reform proposals generally that we cannot afford to experiment, 
hoping to guide ourselves by how the plan works out in practice. It 
is necessary to reason out, in advance, how the plan is likely to work. 


Gold Under the Triffin Plan 


The Plan would allot a peculiar role to gold. National currencies 
would be pegged to bancor (ximF deposits), which would in turn be 
pegged to gold. The needed long-run growth ofinternational liquidity 
would make gold become an ever smaller fraction of bancor deposits. 
In the Joint Economic Committee Hearings of December 1960, Re- 
presentative CorFin in fact asked Professor TRiFFIN: “In view of your 
analysis of the failure of gold supply to keep up with the business of 
the world, would you not run into a problem, maybe we would be 
delaying the problem by decades, but to the extent that we may be 
building on a gold exchange guarantee we are basically coming back 
to the Achilles’ heel of the system as you see it?’’? 

The answer has two interlocking parts: (1) the so-called gold or 
exchange guarantee will prevent any loss of confidence that might 
touch off a run from bancor into gold, and (2) anyway, the xIMF 
will narrowly limit the convertibility of bancor into gold for purposes 
of hoarding. ximF deposits would be expressed in a gold unit and tus 
escape foreign-exchange risk. The depositor “is guaranteed against 
devaluation... and will always get the same amount measured in 
terms of gold; in case, for instance, of a devaluation his currency 
deposit would be increased to make up for the devaluation’’*. The 
XIMF would be able to guarantee the gold value ofits deposit liabilities 
because, for one thing, the gold values of its assets would also be 
guaranteed: countries that had borrowed from the Fund would (as 
is also true under existing rules) owe a debt fixed in gold and un- 

7. Page 246. Compare the similar worry expressed by Oscar ALTMAN on 


page 187 of the same Hearings. 
8. TRIFFIN in 1960 Hearings, p. 246; compare Gold, p. 105. 
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changed by any devaluation of national currency, and countries in 
which the Fund made investments would also guarantee the Fund 
against loss through devaluation of their currencies’. 

It is unlikely that debtor countries would ever default on their 
guarantee of any sizable fraction of the Fund’s assets. But if such a 
thing should happen, would it not weaken the Fund’s ability to protect 
its own depositors? A more fundamental question is this: What could 
conceivably happen that could force the xmmF to devalue bancor in 
terms of gold and yet leave it able to honor its gold guarantee of 
deposits? Ifa lack of gold in the Fund should ever force a devaluation, 
how could the Fund nevertheless stand ready to give its members 
just as much gold per unit of bancor as before? And guarantee or 
no guarantee, how could the Fund overcome the fact that there 
ultimately just would not be enough gold in existence to redeem any 
sizable fraction of its members’ deposits? 

The ximF will not stand ready, after all, to redeem its deposits in 
gold, except subject to very narrow limitations. As TRIFFIN has him- 
self said of the gold guarantee, “It does not necessarily mean that a 
depositor would be entitled to take gold out of the Fund in exchange 
for his deposit’. “‘... provision would have to be made to safeguard 
the Fund’s liquidity both against unforeseen conversions of excess 
deposits into gold and, in the long run, against the increasing gap 
between the probable level of world gold stocks and the desirable 
expansion of overall monetary reserves!®.”’ Specifically, members 
would be required to hold ever larger fractions of their total inter- 
national reserves in bancor and would be permitted to hold ever 
smaller fractions in gold!!. The Fund’s ability to satisfy all legitimate 
demands for conversion of bancor into gold would be safeguarded 
by defining “‘legitimate’? demands very narrowly and ultimately 
even by requiring national monetary authorities to turn over to the 
Fund most of any new gold they might acquire. 

Increasingly tight restrictions on gold ownership by national 
monetary authorities would almost certainly require an accompany- 


g. TRIFFIN in 1960 Hearings, p. 212; ALTMAN in 1960 Hearings, pp. 190, 200. 

10. TRIFFIN in 7960 Hearings, p. 246; Gold, p. 114. 

11. It is unnecessary to consider here the details of the form in which these 
requirements would be expressed, or the rules for voting or otherwise deciding 
on each successive tightening. On these matters, see Gold, pp. 114-115. 
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ing ban on private gold ownership in all member countries. Other- 
wise, governments might sometimes have an incentive to exercise 
whatever limited right they still retained to redeem bancor in gold 
in order to resell the gold to their own citizens. In so doing, they 
could mop up domestic liquidity when they considered it excessive 
and could at the same time keep the gold outside their official reserves 
in calculating the volume of ximr deposits that they were required 
to hold. 

The need to ban private as well as limit official gold ownership 
emphasizes how little the fixed gold content of money units would 
still mean operationally. What is the difference, really, between 
saying that a dollar is worth 1/35 of an ounce of gold but that no 
one can have the gold and saying that a dollar is worth 1/50 of an 
ounce of gold but that no one can have the gold? The only real 
difference is in the degree of subsidy to gold mining. As rights to 
redeem xIMF deposits in gold became ever more narrow, the gold 
guarantee of the bancor unit would likewise become ever more com- 
pletely a matter of empty words. 

The original logic of a gold standard was to safeguard the value 
of money by linking the amount of money to something that could 
not be simply printed but had to be laboriously produced. The 
linkage was to be kept fairly definite by using gold coins in actual 
circulation and keeping all kinds of money redeemable in them. 
Redeemability and a concern for their reserves would keep the au- 
thorities cautious in creating money and in permitting its creation 
by the banks. Almost all of the countries returning to what they sup- 
posed to be a gold standard after World War I weakened this linkage 
and increased the pyramiding of money on a narrow gold base by 
withdrawing gold coins from circulation and making money redeem- 
able only in expensive gold bars. The gold exchange standard, widely 
recommended and adopted in the 1920’s, went further by basing 
domestic money on a fractional reserve of foreign exchange, in turn 
only fractionally based on gold. A still further step, widely taken 
during the 1930’s, was actually to forbid private gold ownership. The 
“modern” gold standard became an effort both to preserve and to 
escape from the linkage of money to gold, an attempt to preserve an 
appearance while destroying its meaning. The Trirrin Plan carries 
this development practically to its ultimate. 
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Insofar as any meaning at all remains, it is the practice of subsi- 
dizing production of the very commodity whose real monetary 
significance has been destroyed. Curiously enough, it is TRIFFIN him- 
self who has made the appropriate comment: 

Nobody could ever have conceived of a more absurd waste of human resources 
than to dig gold in distant corners of the earth for the sole purpose of transport- 
ing it and re-burying it immediately afterwards in other deep holes, especially 
excavated to receive it and heavily guarded to protect it. 

Under the Trirrin Plan, bancor, not gold, becomes the ultimate 
international currency'*. Gold becomes a mere appendage, appar- 
ently serving as nothing more than a public-relations device. It is 
an unnecessary complication to have rules about defining and guar- 
anteeing money units in terms of it, about restricting national and 
private ownership of it, and about tightening these restrictions from 
time to time. More disturbingly, the fact that even an economist of 
outstanding competence and known love of innovation advocates an 
apparently key role for gold (and a continued subsidy to its produc- 
tion) tends to retard public understanding of monetary fundamen- 
tals. The task of spreading enlightenment becomes all the more 
difficult for economists who are willing to keep their analyses and 
recommendations consistent with their understanding of how un- 
necessary, irrelevant, and troublesome gold really is in modern mone- 
tary systems. Perhaps it is true that a gold basis might as well be 
retained “as a harmless example of cultural lag and as an inexpensive 
subsidy for something that the world wants but does not need’’"!. 
But if people do want gold, the reason is that they think they need it. 
And in the long run, what people think about economic issues de- 
pends largely on what beliefs economists either actively promote or 
passively allow to pass unchallenged. The true mission of expert 
advisors is the very opposite of adjusting to popular prejudice and 
misunderstanding!*. To the extent that some advisors do so adjust, 

12. Gold, p. 89. 


13. TriFFin of course understands this. See his reply to Senator BUTLER’s 
question whether the plan would spell the end of the international gold standard ; 
1960 Hearings, p. 247. 

14. The interpretation and words are OscAR ALTMAN’s in 1960 Hearings, 
p. 184. 

15. Cf. CLARENCE E. PuitBrook, “‘‘Realism’ in Policy Espousal’’, American 
Economic Review, XLIII, December 1953, pp. 846-859. 
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incidentally enhancing their own reputations for the suppositious 
merit of practicality and political realism, they cast undeserved dis- 
credit, however unintentionally, on other advisors who take a dif- 
ferent view of their professional responsibilities. 


International Monetary Linkage 


The gold link might perhaps be defended as a device for pegging 
currencies to bancor and to each other. A reply, beyond repeating 
that this is an unnecessary complication, might question the very 
idea of international monetary linkage. 

In perpetuating this linkage, the Trirrin Plan fails to restore any 
‘automatic’? mechanism for balancing international transactions. 
TriFFIN himself recognizes that his plan deals only with liquidity 
problems and not with balance-of-payments problems?*. It provides 
more adequate financing of the present-day practice of “riding out”’ 
deficits while waiting for them to reverse themselves somehow. De- 
ficits can be allowed to grow larger and last longer than otherwise; 
but avoiding ultimate crises still requires conscious governmental 
attention to each country’s balance of payments. No excessively rigid 
version of the purchasing-power-parity doctrine is necessary to show 
that price levels in various countries will have to move roughly in 
parallel if their currencies are to stay linked together meaningfully— 
in substantially free markets and without a panoply of controls. A 
country that inflates too fast will incur balance-of-payments deficits; 


16. Regarding the American balance of payments, for example, he has admit- 
ted having ‘‘no really original advice to offer regarding the policies which we 
should follow to plug these persistent and growing deficits...’’ Gold, p. 7. The 
1960 Hearings, pp. 249 ff., contain passages in which TRiFFIN and other partici- 
pants emphatically draw the distinction between the two sets of problems. 

One feels apologetic in belaboring so obvious a point as that needs for liqui- 
dity are related to imbalances of payments, which in turn are related to destruc- 
tion of any “‘automatic”’ international adjustments working through either 
exchange rates or gold-standard processes. The excuse is that this obvious yet 
crucial point is curiously neglected in the great bulk of contemporary discussion. 
Perhaps, indeed, most participants in the discussion distrust or dislike automatic- 
ity; perhaps they positively like having national and international authorities deal 
with balance-of-payments troubles on an ad hoc basis. Value judgments certainly 
enter into the matter. 
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a country that lags behind in a general inflationary procession will 
find the danger of imported inflation thrust upon it. Somehow, 
actively or passively, monetary conditions within the various coun- 
tries will have to be more or less coordinated. 

Coordinating national monetary managements among themselves 
and with the international management of bancor will be a delicate 
task. The quantity of bancor in existence at any given time and the 
quantities and purchasing powers of national currencies must be 
connected. One reason is that the volume of bancor “needed”’ to 
lubricate the flow of trade depends largely on the price level of inter- 
nationally traded goods. National inflations can thus increase the 
quantity of bancor needed and the quantity presumably provided 
by the ximr. Causation runs the other way, too: by allowing some 
countries to have larger or more persistent deficits than they could 
otherwise have afforded, creation of bancor will strengthen demand 
and raise prices in the world markets for their imports and exports. 

International liquidity management cannot follow some simple 
criterion of stabilization, for the purchasing power of bancor consists 
of the purchasing powers of the national currencies tied to it; and 
national price levels are subject to domestic policies. The difficulty 
is that under the TriFFiIn Plan, money-supply management would 
be taking place on two levels—the international and the national. 
This problem of two levels would be absent only if countries forwent 
national monetary independence and behaved according to the rules 
supposedly governing the international gold standard before World 
War I. In such a world, countries would orient their domestic mone- 
tary conditions above all towards keeping their international trans- 
actions balanced. A country’s money supply, price level, and state 
of business activity would be related to its holdings of gold or the 
equivalent. A world gold shortage would then be unambiguously 
deflationary. But when, as nowadays, countries orient their policies 
toward maintaining full employment (or even toward financing gov- 
ernment budget deficits).and refuse to accept deflation to keep in 
step internationally, liquidity need not always be deficient or ex- 
cessive on the national and international levels both at the same time. 
In particular, a shortage of international liquidity need not mean a 
deflationary shortage of domestic liquidity. An international liquidity 
shortage will breed restrictions on international trade, to be sure, 
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but ordinarily not deflation!’. As the early years after World War II 
amply illustrate, inflationary abundance of domestic liquidity can 
coexist with impediments to international trade that might some- 
what plausibly be blamed on a shortage of international liquidity 
availabie for riding out deficits (although the deficits themselves were 
partly attributable to divergent degrees of inflation within countries). 

In such situations, remedying an international liquidity shortage 
would mean creating more bancor even when it was not needed to 
avoid any price-level deflation. This important point will bear re- 
petition to avoid any misunderstanding: the argument is not that 
liquidity is inherently “bad” or “inflationary”, but simply that 
creating additional liquidity even when there would otherwise be 
no deflationary deficiency does tend toward inflation. TRIFFIN coun- 
ters the fear of inflation by suggesting some conservative limit to the 
annual increase in the supply of bancor'®. But then, as just shown, 
the supply of bancor might sometimes fall short of the needs of inter- 
national trade. 

Is the opposite sort of conflict also possible—too much liquidity 
to lubricate international trade but not enough to prevent deflation 
within countries? This is unlikely. An excess of international liquidity 
hardly has any meaning, apart from its effect on price levels; and 
domestic policy can avoid domestic deflation. The conflict is asym- 
metrical: the needs of international trade may sometimes promote 
but never restrict the creation of liquidity when an opposite policy 
is advisable on domestic grounds. The inconsistencies of trying to 
manage liquidity on two levels at the same time shake the hope that 
international liquidity would never be created in inflationary excess, 
but always created only to stave off a deflationary deficiency. 

Let us consider this inflationary bias further. New international 
liquidity would seldom be created to prevent deflation of prices and 
business activity ; domestic policies would be taking care of that, any- 


17. A Business Week article of September 26, 1959, reporting on a meeting of 
the International Economic Association, misinterpreted TRiFFIN as warning that 
an impending international liquidity shortage made deflation rather than in- 
flation the real threat to the world economy. As TrRIFFIN later explained, he con- 
siders ‘‘a new spiral of devaluations and of trade and exchange restrictions”’ far 
more likely “than a wave of deflationary adaptations’. Gold, p. 151. 

18. Gold, pp. 103-104. 
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way. Controls or currency devaluation, not deflation, are the ultimate 
response to balance-of-payments crises. Domestic policies err more 
generally and substantially on the inflationary than on the deflation- 
ary side. The supply of bancor does not significantly restrict domestic 
money supplies; yet this in no way means that creating additional 
bancor will not expand them. New bancor adds new spending power 
even to not-otherwise-deflationary situations. Its purpose is to let 
deficit countries avoid or postpone or mitigate the controls or de- 
valuations otherwise necessary, financing larger or longer-lasting 
deficits than if new bancor had not been created. The hope that pay- 
ments surpluses will alternate with deficits provides little reassurance, 
for the alternation will take place at generally higher levels of 
spending. 

When some countries are financing larger or longer-lasting deficits 
than would have been possible without the new bancor, other coun- 
tries will be experiencing the corresponding surpluses and facing 
inflationary influences with three interrelated aspects: (1) net ex- 
ports and thus withdrawal of real goods and services from the home 
economy; (2) expansionary operation of the “‘foreign-trade multi- 
plier’; and (3) creation of new domestic money as the authorities 
absorb the local residents’ surplus earnings of foreign exchange to 
keep exchange rates pegged. Under a fractional-reserve banking 
system, official purchases of foreign exchange or gold, as of securities 
or anything else, expand the volume of bank reserves and set the 
stage for a multiple expansion of ordinary money. Deliberate mone- 
tary or fiscal measures can in principle counteract or neutralize these 
spontaneous inflationary pressures, but successful neutralization 
tends to frustrate any spontaneous balance-of-payments adjustment, 
perpetuating the troublesome surplus and the need for domestic 
measures to resist its inflationary impact. Furthermore, the policy 
involves the cost of imposing higher taxes or tighter credit?® on the 
home economy for the sake of being able, without inflation, to make 


19. The dilemma is compounded if relatively high interest rates attract funds 
from abroad, increasing the amount of foreign exchange that the central bank 
must buy to maintain exchange-rate stability. These official purchases them- 
selves tend to expand the domestic money supply, and the country presumably 
pays higher interest rates on the inflowing foreign funds than it earns on its in- 
voluntary foreign-exchange holdings. 
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the involuntary loans to foreigners that the foreign-exchange ac- 
cumulations represent. Domestic policies for monetary stability can- 
not proceed with as much consistency, vigor, and relative painless- 
ness as would be possible if some mechanism were continuously 
correcting balance-of-payments disequilibria. 

A surplus, with its inflationary impact, may indeed reverse itself 
in time. But the deflationary impact of a subsequent balance-of- 
payments deficit is hardly a full and satisfactory remedy for what 
may have happened earlier. Trying belatedly to undo an accom- 
plished inflation in the face of well-known rigidities is to court un- 
employment and recession. A country will resist deflationary pres- 
sures from abroad even when they come against a background of 
inflation imported earlier. A “ratchet” is at work. 

A related aspect of this “ratchet”? can be illuminated by an ad- 
mittedly oversimplified example concerning either several industries 
within a single country or several countries in a world of linked cur- 
rencies. Suppose that something (perhaps changes in consumer pref- 
erences) shifts demand away from the products of industry or coun- 
try A onto the products of industry or country B. Prices and wages 
are bid up in B but exhibit downward rigidities in A. Demand next 
shifts from B to industry or country C, again raising some prices and 
wages without correspondingly reducing others. Now demand may 
shift back toward A, perhaps still depressed from the first shift. 
Wages and prices may or may not go up there; but anyway, they 
have gone up and stayed up in B and C. Mere shifts—perhaps only 
temporary shifts—in the pattern of demand may thus raise the average 
level of wages and prices?®. Under policies of stabilizing money sup- 
plies or total spending, these wage-and-price increases would entail 
unemployment; acquiescent monetary expansion, on the other hand, 
would consolidate them. Within a country, this dilemma stems from 
inadequate two-way flexibility of wages and prices; internationally, 
it stems from lack of continuous balance-of-payments adjustment 
either through domestic price-and-wage flexibility or through the 
less painful substitute of exchange-rate flexibility. 


20. CHARLES L. ScHuLTZzE has detected some such ratchet mechanism at 
work domestically. See his Recent Inflation in the United States (Joint Economic 
Committee Study Paper No. 1; Washington: us Government Printing Office, 


1959). 
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Inflationary biases could even rake the Trirrin Plan partially 
self-defeating. Increased price levels would increase the amount of 
international liquidity needed to lubricate any given real flow of 
international trade. If the ximF expanded the volume of bancor to 
meet these needs, the process could proceed for another round. If, 
on the other hand, the ximr was determined to avoid contributing 
to price-level inflation—if it operated according to liquidity require- 
ments on the national level—only happy but improbable coincidence 
could assure adequate liquidity on the international level as well. 
A further complication is that liquidity requirements even on the 
national level would diverge among countries. It would be beyond 
the power of the xmF to guarantee adequate but not excessive liquid- 
ity for all countries at the same time. 


International Transfers of Resources 


The ximF, when reaping what might be called “‘seigniorage”’ by trans- 
forming the cheap paper and ink of account books into valuable 
bancor, is not obtaining real resources out of some fourth dimension. 
The losers are the countries that wind up having parted with real 
goods and services and holding bancor in excess of their actual 
desires, while who gains the seigniorage is a question of some inter- 
est?!, Some of it is presumably absorbed in covering the Fund’s 
operating expenses. Much presumably goes to the countries that first 
receive newly created bancor, that is, the countries to which the 
XIMF makes loans and in which it makes investments. Of course, the 


21. Strictly speaking, seigniorage is the value of coins in excess of the value 
of their metallic content; but the word may be extended to mean the value of any 
kind of money in excess of its cost of production. 

Within a country whose domestic money supply is gradually expanding only 
enough to satisfy a demand for real cash balances growing along with population 
and production, seigniorage need not arise at anyone’s expense. The particular 
way that the new money gets into circulation simply determines who gets the 
seigniorage. Even if the nominal money supply were held constant and the real 
money supply allowed to grow through price-level deflation, seigniorage would 
still emerge, accruing, in the form of increased real purchasing power, to persons 
and firms already holding cash balances. 

Internationally, the seigniorage on the creation of bancor is less likely to be 
at no one’s expense. Bancor is held only by official agencies and not by private 
persons or firms operating according to the same kinds of ordinary motives as 
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bancor does not come as an outright gift; countries must sooner or 
later repay their loans (or keep getting them renewed—the secular 
growth of xivF deposits does imply a corresponding long-run growth 
of outstanding loans). The fact that new bancor comes into existence 
through loans and investments suggests that the borrowing countries 
reap seigniorage in the form ofslightly lower interest rates than would 
otherwise prevail. The way in which this part of the seigniorage is 
distributed apparently rewards balance-of-payments deficits ; for pre- 
cisely the countries to which the ximF lends are ones running deficits, 
and those in which it invests are presumably those expected to put 
most of the increments to their bancor reserves into international 
circulation by using them to finance deficits. (To buy securities in 
some country on its own initiative, the ximMF would presumably buy 
the necessary local currency from the country’s central bank, paying 
by crediting it with an addition to its bancor deposit.) The ximF will 
presumably lend and invest more on the basis of supposed “‘need”’ 
and less on the basis of prospective productivity than do ordinary 
commercial banks. This conjecture is supported by the suggestion 
that xIMF investments be made largely in underdeveloped countries”?. 

The ximF is not the ultimate saver that furnishes these loans; it is 
just a financial intermediary. In effect, it enables deficit countries 
to borrow from the surplus countries that eventually absorb the addi- 
tional bancor. It is true that the surplus countries will earn interest 
(at a low rate) on their bancor, but this is no proof either that they 
are sharing in the seigniorage or that their loans of real goods and 
services, corresponding to their accumulations of bancor, are wholly 
govern the demand for domestic cash balances. Bancor cannot, in the same sense 
as domestic money can, be created solely to satisfy the growth in demand for real 
balances of it. While domestic money can be created without being forced on 
anyone, new bancor can gravitate, unwanted, into the possession of countries 
incurring unwanted balance-of-payments surpluses. As E>pwarp M. BERNSTEIN 
has said, “it is not desirable to give an international institution the power to 
create reserves through credit operations, with the obligation on the part of 
member countries to provide the real resources equivalent to the Fund deposits 
they acquire’’. International Effects of US Economic Policy (hereafter cited as Study 
Paper No. 16 for the Joint Fconomic Committee; Washington: us Government 
Printing Office, 1960), p. 85. 

22. The ximF might invest in underdeveloped countries either directly or by 
buying World Banks bonds. See Trirrin, Gold, pp. 117-118, and ALTMAN in 
1960 Hearings, pp. 197-198, 207. 
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voluntary. If they were, one might ask, then why wouldn’t the surplus 
countries do just as much lending or investing in the deficit countries 
even without the intermediation of the Fund? The obvious, though 
not decisive, answer is that indirect lending and investing have ad- 
vantages—the safety of bancor and its liquidity as the ultimate inter- 
national means of settlement—that more than compensate for the 
lowness of interest rates caused by the dumping of newly created 
funds onto the money and capital markets. One reason why this 
answer is unsatisfactory is that central banks sometimes accumulate 
bancor involuntarily in stabilizing exchange rates, rather than solely 
according to the ordinary motives that guide ordinary individuals 
and business firms in the management of their domestic cash balances. 


Alternatives to the Triffin Plan: 
Increased Resources for the Existing IMF 


The most questionable features of the TriFFin Plan, to recapitulate, 
are: the great difficulty of disniantling it should it prove unsatis- 
factory, the paradoxical and even deceptive role it gives to gold, the 
continued need for ad hoc expedients to deal with balance-of-pay- 
ments disequilibria because no adjustment mechanism is allowed to 
operate continuously, the linking together of national currencies 


under arrangements biased toward inflation (especially because of 


the dilemmas involved in trying to manage liquidity on two levels), 
and international transfers of resources that are incidental to the 
creation of liquidity rather than consciously chosen on their own 
merits. Whether the TriFFin Plan should be rejected on these grounds, 
however, depends on the alternatives to it. 

Probably the most popular alternative is to keep the International 
Monetary Fund and its operations much as they are today, but with 
increases in the Fund’s lending power and in members’ drawing 
rights. Members’ quotas could be increased periodically, as was done 
in 1959. The contingent reserve system suggested by E. M. BERNSTEIN 
might also be adopted**. The major trading countries would agree 


23. Cf. Study Paper No. 16, p. 86, and a privately circulated paper by BERN- 
STEIN as summarized and quoted in Brian Tew, The International Monetary Fund: 
Its Present Role and Future Prospects (Essays in International Finance, No. 36; Prin- 
ceton: Princeton University, 1961), pp. 25-26. 
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to buy up to specified amounts of medium-term debentures issued 
by the Fund under certain conditions when the Fund needed addi- 
tional amounts of their currencies in order to provide emergency 
assistance to other members. No country undertaking to buy these 
debentures would endanger its own payments and reserve position, 
since it would not be called on to take up its subscription unless it 
had a balance-of-payments surplus and was increasing its reserves 
and since it could always use the debentures even before maturity 
to buy any currency in the Fund that it might need to meet a subse- 
quent deficit of its own. The slower growth of gold and foreign ex- 
change reserves than of world trade would matter little, since the 
member countries would have a growing “‘second line of reserves” 
in the form of their drawing rights at the Fund. The Fund would 
continue to serve as an intermediary for loans from surplus to deficit 
countries but, unlike TRIFFIN’s xIMF, would issue no monetary lia- 
bilities of its own to serve as actual liquidity. Expansion of the Fund’s 
resources would provide an adequate substitute for international 
liquidity while not steering the world irreversibly onto some un- 
familiar path. 

Like the TrirFin Plan, however, this is an expedient for perpetuat- 
ing the existing lack of any “automatic” balancing mechanism in 
international transactions. A different disadvantage is that loans 
which a central bank hopes to obtain in case of need are hardly the 
same as gold and foreign exchange that it actually owns. Authorities 
will presumably resort more quickly to trade and exchange controls 
to safeguard the balance of payments when they have to eke out 
skimpy reserves with drawing rights at the mF than when they own 
adequate reserves outright. With owned reserves failing to grow in 
step with trade, countries wanting to ride out deficits without trade 
and exchange controls would have to resort to the Fund more fre- 
quently and ona larger scale as time went on. Attitudes might change, 


TEw, incidentally, expects ‘‘a considerable proliferation of reserve media”’: 
the German mark and several other currencies are likely to supplement the pound 
and the dollar, enabling the total amount of national currencies in international 
use to grow as rapidly in the 1960’s as in the 1950’s. The support of the Inter- 
national Monetary Fund would help lessen the aggravated danger of flights from 
one reserve medium to another. Nevertheless, Tew finds the case for the TRIFFIN 
Plan “‘convincing”’. Pp. 9-10, 24. 
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of course, but resort to the Fund is still generally regarded as a sign 
of crisis. 

A more fundamental objection is that ivr expansion deals only 
indirectly, at best, with TRIFFIN’s worry about key currencies serving 
as international reserves but becoming ever more shakily backed by 
gold. The growth of drawing rights at the Fund does reduce the need 
for countries to accumulate key currencies (and so reduces the need 
for deficits of key-currency countries), but, unlike the TRiFFIN Plan, 
it does nothing directly to restrict attempted accumulation of key 
currencies. Nor does it do anything directly to cope with the failure 
of gold stocks to grow in step with world trade, with foreign holdings 
of key currencies, and with total money supplies. It does not de- 
monetize gold or even palliate the problem by restricting official as 
well as private acquisition and holding of gold. The mr-expansion 
approach, in short, means muddling through while waiting to see 
how things work out. 


A Second Alternative: 
A Non-Gold Key Currency 


The United States might simply cut any link between the dollar and 
gold, relegate gold to the status of an ordinary commodity, and stop 
buying it while remaining alert to opportunities to unload the stock 
already on hand. Foreign authorities might then stop pegging their 
currencies to the dollar and holding dollars as reserves. But the con- 
tinued use of the dollar as a key currency is quite conceivable. As 
mentioned in footnote 6 above, the crucial flaw in existing arrange- 
ments is not really the use of key-currency reserves, as such, but the 
use as international liquidity of key currencies precariously pegged to 
gold on a fractional-reserve busis. With no official gold reserve whose 
shrinkage could sap confidence and with no possibility of one-way- 
option speculation on a possible devaluation of the dollar against 
gold, the precariousness of today’s system would be gone. (If more 
key currencies than one were used as international liquidity, how- 
ever, and if they were pegged together at fixed rates, the possibility 
would remain of flights from relatively distrusted to relatively trusted 
key currencies. The non-gold key-currency system works best when 
there is only a single key currency.) 
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Any run from the dollar would have to be a run into American 
goods and services (if some foreigners unloaded their dollars onto 
other foreigners, this would not be a run from the American point 
of view). Unlike a run from a gold-standard dollar, this could cause 
no crisis for the American monetary authorities; the capital outflow 
would finance itself by and coincide with an American export surplus 
on current account. Even this development would be limited to the 
extent that the dollars were held by foreign monetary authorities and 
banks rather than by business firms, for it is hardly conceivable that 
central and commercial banks would fly on any large scale from 
dollars into commodities. To persuade residents of their own coun- 
tries to take dollars off their hands and use them for purchases in the 
United States, the foreign authorities might relax import and ex- 
change restrictions previously in effect or sell the dollars at a reduced 
price (that is, revalue the local currency upward against the dollar). 
The only devaluation of the dollar relative to foreign currencies to 
worry about would have to come at the initiative of foreign au- 
thorities, since the United States would not have been pegging the 
dollar in the first place. 

Fears of continuing American inflation might conceivably moti- 
vate a flight from foreign-held dollars into American goods and 
services. This would differ little from a flight out of domestically held 
dollars. Foreign and domestic flight would occur together, if at all, 
developing gradually as a continuing inflationary drift in American 
monetary policy undermined confidence in the purchasing power of 
the dollar. In a key-currency country as in a non-key-currency coun- 
try, the monetary authorities might either succeed or fail in re- 
cognizing and preventing such an inflationary drift. Failure would 
motivate a rise in velocity and further inflationary pressure. The 
essential point is that with the key currency unpegged from gold, 
there could be no clash between the domestic and external criteria 
of monetary policy. With its task simplified—its objectives made 
fewer—monetary management in the key-currency country would 
have a better chance of success. 

The non-gold key-currency system does not imply fluctuating ex- 
change rates. Foreign authorities might peg their own currencies 
among themselves and with the dollar and even to gold as well, 
thereby indirectly linking the dollar and gold. Any distrust of this 
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link—any fear that the dollar might lose value relative to gold— 
would imply expectations of either an upvaluation of foreign cur- 
rencies against the dollar while leaving the foreign-currency price 
of gold unchanged or an increase in the foreign-currency price of 
gold while leaving exchange pegging against the dollar unchanged. 
If private parties were acting on expectations of the first alternative, 
foreign authorities would have to absorb dollars to keep exchange 
rates fixed until, if ever, they made the expected decision to change 
the level of pegging. For reasons already mentioned, an official flight 
from dollars is unlikely. Expectations of the second alternative would 
motivate a flight into gold from dollars and foreign money alike. In 
neither case would the American authorities face any crisis, since it 
is not they who would have been doing any pegging and worrying 
about drains on reserves in the first place. The foreign authorities 
would meet difficulties (akin to those of bimetallism) in trying to peg 
their currencies to each other, the dollar, and gold all at the same 
time; but the difficulties would be theirs, not American. The non- 
gold key-currency system is most coherent, of course, when gold is 
demonetized everywhere. 

Even under this system, individual foreign countries would oc- 
casionally face deficits, reserve losses, and one-way-option specula- 
tion on devaluation, or surpluses and unwanted large accumulations 
of dollar reserves. These are difficulties of exchange-rate pegging as 
such rather than of the choice of a particular international reserve 
medium. For the United States, balance-of-payments problems would 
be less serious, though a conceivable run out of dollars into goods 
and services, meaning an export surplus, would presumably be more 
nearly troublesome than a deficit. Even such a surplus would be 
nothing worse than repayment of real resources previously lent es- 
pecially cheaply by foreigners. 

Over the long run, a deficit would be more likely as foreigners ac- 
cumulated dollar reserves. Far from being troublesome for the United 
States, this would mean receipt of cheap loans. From the foreign 
point of view, this is a defect of the non-gold key-currency system, 
but no worse than the present system of in effect exporting capital 
by accumulating not only gold-pegged dollars but also gold itself. 

The “‘coals-to- Newcastle” capital flow into the key-currency coun- 
try aggravates what TRIFFIN considers to be a defect of the present 
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gold-key-currency system (and all the more so, one might add, of 
the non-gold key-currency system), namely, that it weakens “the 
discipline of the gold flows”’ by distorting their timing. Foreign ac- 
cumulation of key-currency reserves postpones gold settlements and 
permits the key-currency country to continue its deficits, though at 
the cost of danger of a run later on. The United States would hardly 
have been able to accumulate a deficit of more than $15 billion over 
the decade 1950-1959 if foreigners had not relaxed the “‘discipline 
of gold outflows” by accepting more than $11 billion of the settle- 
ment in dollar balances?*. Under the Trirrin Plan, by contrast, the 
use of bancor instead of dollars as international reserves would pre- 
vent this discipline-relaxing flow of capital. The loss of bancor re- 
serves would force even a former key-currency country to take 
corrective measures (such as internal disinflation) at the time it was 
running a Ceficit. The Trirrin Plan has this advantage, if it is one, 
over the gold and non-gold key-currency systems alike: a key-cur- 
rency system without gold is qualitatively little different in this 
respect frorm one based on gold, and the absence of gold avoids the 
precariousness of the latter system. 


A Third Alternative: No Official Reserves 


Most of the problems so far discussed would vanish if national and 
international authorities ceased to concern themselves with inter- 
national liquidity, external reserves, or operations in the foreign- 
exchange market. Foreign balances would be held only by indi- 
viduals, commercial banks, and other business firms and private 
organizations (as well as by government agencies solely in connec- 
tion with their regular international transactions rather than to in- 
fluence the exchange market). Holders would determine and manage 
their foreign bank balances according to the same sorts of motives 
that govern their domestic bank balances and their inventories of 
ordinary commodities. (For private businesses, foreign exchange is 
indeed a kind of intermediate good, like fertilizer, office supplies, pig 
iron, or cloth; it is an “‘ingredient” in the process of “producing” 
imported goods and services and is itself “produced” by domestic 
labor and resources in the export industries.) 
24. TRIFFIN in 1960 Hearings, p. 211. 
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Even under the Trirrin Pian, which seeks to rationalize official 
reserves only, private holdings of foreign exchange would presumably 
remain substantial. As of late 1960, some one-third of U.S. liquid 
dollar liabilities—and some two-fifths of liquid dollar liabilities owed 
other than to international organizations—was held by foreign com- 
mercial banks and business firms rather than by official agencies. 
Even with the Trirrin Plan forbidding official ownership of other 
countries’ currencies, private holdings of foreign exchange could 
become subject to one-way-option speculation from time to time; 
for the ximF could hardly guarantee all national currencies, as well 
as bancor, against devaluation. A private flight from dollars into 
sterling, for example, could force the Bank of England to accumulate 
dollars in its exchange-stabilization operations. Since the Bank would 
be forbidden to continue holding these dollars, it would require the 
United States to redeem them in bancor. The drain on the bancor 
reserves of the United States could be quite as serious as a gold drain 
nowadays. The United States might borrow from the ximr, but this 
would not so much prevent as palliate the dangers of one-way 
speculation. 

Avoiding official reserves and intervention and relying exclusively 
on privately owned foreign-exchange reserves by contrast, would 
enlist the Law of Large Numbers on behalf ofa resilient national and 
international monetary structure. But nowadays, the Law of Large 
Numbers is inapplicable in two ways: one or two currencies alone 
make up the great bulk of foreign-exchange reserves, and a small 
number of national authorities hold the !ulk of the total?5, When 
just one leading currency comes under suspicion, a large fraction of 
all international reserves is by that token under suspicion and particu- 


25. As of November 1960, of the total of short-term liabilities to foreigners 
(not including international institutions) reported by banks in the United States, 
over one-third was owed to only two countries and over half to only four coun- 
tries. (Computed from Federal Reserve Buliciin, January 1961, pp. 110-111.) These 
figures refer to official plus private holdings of liquid claims on the United States 
but presumably give a clue to the degree of concentration of official holdings. 
Another clue is the distribution of ownership in mid-1960 of all foreign exchange 
held by official holders except international institutions and countries in the 
Outer Sterling Area. Of this amount, nearly one-third was held by only two 
countries and fully one-half by only six countries. (Computed from International 
Financial Statistics, February 1961, p. 23.) 
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larly dependent for its fate on the decisions of a relatively few au- 
thorities. But if all foreign-exchange holdings were private, there 
would be no dominant holders of sizable percentages of particular 
currencies. Each international reserve currency would be held by 
thousands of merchants and banks, no one of which held more than 
a very few per cent of its total amount. Furthermore, no one currency 
would fully retain its present-day dominance as an international 
reserve medium. Each merchant would probably hold bank accounts 
in the currencies in which he ordinarily made and received payments. 
Each bank, similarly, would hold foreign balances in many curren- 
cies in rough proportion to the volume of its customers’ transactions 
in each. Speculative opinion would be diffused over a large number 
of currencies and among many holders, none of whom would be of 
dominant size. In contrast with the present system, only a widespread 
realignment of opinion could seriously strain international monetary 
relations. 

This distinction needs some qualification. As is illustrated by bank 
runs even in a country with many separate banks and depositors, 
distrust may spread and destroy the independence of decisions neces- 
sary for the Law of Large Numbers to be applicable. A similar linkage 
of opinion might similarly affect private holdings of international 
reserves, though presumably less than when attention had been con- 
centrated all along on one or two key currencies largely held by a 
few dominant holders. A more important consideration derives from 
the absence of exchange-rate pegging. Incipient distrust of a cur- 
rency can express itself by a slight weakening of its exchange quota- 
tion, producing a new alignment of speculative opinion. An exchange 
rate determined by truly free private supply and demand almost by 
definition cannot be lopsidedly expected to move in one particular 
direction rather than the other. There is no one-way option®®. 

With the pricing of currencies as free from official intervention as 
the pricing of ordinary commodities, the profit motive could usually 
be trusted to keep inventories of foreign exchange, as of any ordinary 
commodity, tending toward a level appropriate to the needs of its 
holders and to the cost of tying up resources in that form. Foreign 
exchange even contrasts favorably with flour, paint, salt, and other 


26. Pursuing these points further would lead into the general theory of 
exchange speculation, which is beyond the scope of this paper. 
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ordinary commodities in that large amounts of it could, at a price, 
be “produced”’ quickly if necessary. Banks could borrow abroad; 
balances in one money can turn instantly into foreign exchange by 
mere change of ownership. Severe inflations or deflations may con- 
ceivably distort holdings of foreign exchange away from a socially 
optimum level, defined in any plausible way. But these distortions, 
stemming from price-level instability and the resulting expectations, 
would be similar for inventories of foreign exchange and ordinary 
commodities alike. This consideration strengthens the argument for 
aiming at domestic monetary stabilization. 

Under the system outlined here, there could be no such thing as 
a shortage of international liquidity apart from deflationary shortages 
of the domestic currencies of particular countries. Anyone who 
wanted to obtain more than he already held of some particular 
foreign currency could always do so at some price, a price at which 
its total quantities supplied and demanded were equal. Of course, 
the addition of an intensified foreign demand onto the domestic de- 
mand for cash balances of a particular country’s currency would 
exert a dei.ationary tendency on that country. (The deflation can be 
understood either in terms of the demand for and supply of cash 
balances or in terms of appreciation of the affected currency on the 
exchange market and a resulting import balance of goods and ser- 
vices, with the foreign-trade multiplier operating to contract do- 
mestic income.) Far from being burdensome, the opportunity to 
create additional domestic money to meet the intensified foreign 
demand for balances of it would allow the country to acquire real 
goods and services on indefinite loan at zero or low interest from the 
foreign holders of its money or near-moneys. In any country, stable 
economic growth requires satisfaction, somehow, of the growing de- 
mand for real cash balances that accompanies long-run growth of 
population and production; and the fact that foreigners account for 
part of the growth in demand for cash balances need cause no par- 
ticular complications. Changing demands for cash balances (chang- 
ing velocity) may admittedly pose problems for the ideal manage- 
ment of a country’s money supply; but the changes are of many kinds, 
and the state of foreign demand for the currency is by no means the 
most troublesome. The exclusively private holding of foreign ex- 
change at least avoids the especially troublesome conflict between 
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domestic and international considerations caused by the existence 
and management of a separate international money in addition to 
the various national currencies. Monetary stabilization has a better 
chance of success when it can be pursued in accordance with fairly 
simple criteria on the national level and for national objectives alone 
than when the task is complicated by liquidity management for inter- 
national objectives as well. 

TRIFFIN recognizes that general reliance on fluctuating exchange 
rates is an alternative to his own plan. It is to his credit that he does 
not emphasize the familiar but dubious objections concerning specu- 
lation, “‘perverse elasticities’, and the like. But he does find one 
objection rather persuasive*’. With fluctuating exchanges keeping 
balances of payments continuously in equilibrium (except as specu- 
lators voluntarily financed imbalances that they expected to be 
temporary) and with downward inflexibility of wages and prices 
making a ratchet, accidental domestic inflationary impulses that 
might otherwise prove temporary and remediable threaten to be- 
come consolidated in wage and price structures. The deficit tendency 
in the balance of payments is checked by exchange depreciation, 
which promotes a rise in import and export prices and, together with 
the monetary expansion that may have been the initial disturbance, 
promotes a general rise in prices. Fluctuating exchanges thus create 
an inflationary bias. But exchange-rate pegging enables the country, 
while taking domestic measures against the initial inflationary dis- 
turbance, to enjoy the threefold anti-inflationary assistance of an 
actual deficit: the real goods and services being in effect borrowed 
from abroad cushion the impact of increased spending on prices, the 
foreign trade multiplier works in a downward direction, and the sale 
of foreign exchange drawn from official reserves or borrowed abroad 
mops up domestic liquidity. In broader terms, the gearing of the 
home economy into a not-yet-inflated world environment provides 
a breathing spell for dealing with inflationary tendencies before they 
become irreversibly consolidated in wages and prices?®. 


27. Gold, pp. 82-86. The present discussion obviously makes no pretense at a 
full appraisal of fluctuating exchanges; it is limited to points raised by TRIFFIN 
and to closely related matters. 

28 TriFFIN might have used but did not explicitly use an argument offered 
by Lionet Rossins (for example, in The Balance of Payments, Stamp Memorial 
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Though perhaps the strongest of all arguments in favor of fixed 
exchanges, TRIFFIN’s is just one of many considerations on both sides 
that must be weighed in a final appraisal. One minor answer is that 
ifinflationary tendencies in a country really were likely to be stopped 
by quick and successful countermeasures, then speculators would 
accumulate that country’s currency when it first weakened slightly. 
They would thereby enable the country to have a temporary current- 
account deficit, providing the benefits that TRiFFIN expects from an 
officially financed deficit. If the prospects for quick and successful 
action against inflation were too poor to convince private speculators, 
who, unlike government officials, have a profit incentive to get the 
facts straight and to weigh the probabilities dispassionately, then the 
prospects might really be poor after all. 

Especially in the latter case, the reminder is relevant that a coun- 
try is not so much preventing its inflation by running a balance-of- 
payments deficit as, rather, obscuring its effects by diluting them 
onto the outside world. The more the creation of international liquid- 
ity allows such countries to enjoy larger or longer-lasting deficits than 
they could otherwise finance, the more other countries risk importing 
their inflation. One might say that the inflationary impulses diluted 
onto these other countries are too widely dispersed to be serious, but 
this is a denial less of the existence than of the conspicuousness of the 
international contagion. Even when only one single country shoves 
part ofits own problem onto others in many small inconspicuous bits, 
it is not clear that the aggregate harm falls short of the benefit. 

This reminder of inflationary biases from monetary linkage (in- 
cluding ratchet effects and the fact that the need for international 
liquidity to lubricate trade may sometimes promote but hardly ever 


Lecture; London: The Athlone Press, 1951, pp. 31-32). If a fixed exchange rate 
is considered almost sacred, the discipline of the balance of payments restrains 
inflationary decisions in domestic policy. On the other hand, this discipline is 
unwelcome when it imposes the contagion of foreign deflation rather than mere 
resistance to domestic inflation, just as when, in the opposite direction, it im- 
poses the contagion of inflation originating abroad. Furthermore, a free exchange 
rate may be a useful alarm signal, indicating domestic inflationary tendencies 
more conspicuously than an external deficit would and rallying public protest 
more promptly. But none of these points is decisive. On the question of what ex- 
change system best promotes resistance to inflation of domestic origin, much can 
be said on each side. 
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restrict the creation of domestic liquidity) counters TRIFFIN’s argu- 
ment. Fixed exchanges subject to occasional adjustment present still 
another bias: since balance-of-payments deficits and reserve losses 
are more critical problems than surpluses and reserve gains, countries 
are far more likely to devalue to adjust to internal inflation or to 
escape external deflationary pressures than they are to revalue up- 
ward to escape external inflationary pressures?®. Furthermore, de- 
valuations tend to err on the large side, possibly because the au- 
thorities typically want to avoid risking the need for a confidence- 
shaking second devaluation soon afterward and want to rebuild their 
depleted reserves; and excessive devaluation sets the stage for in- 
flationary influences working through the balance of payments. Over 
the long run, the devaluation bias means that even a fixed world 
stock of gold or bancor would grow in value expressed in national 
currencies; and, as already argued, an abundance of international 
liquidity is far more likely to promote than a scarcity is to restrain the 
inflation of national currencies. Free exchange rates work in both 
directions and escape this bias: surplus-country currencies can ap- 
preciate just as well as deficit-country currencies can depreciate (both 
in relation to the currencies of countries in approximate equilibrium, 
since there would be no particular international reserve medium to 
serve as a point of reference). 

Although a country may follow TrirFin’s advice, using its mone- 
tary linkage with other countries to gain time while correcting 
domestic inflationary pressures, it may just as well not do so. In- 
flation, especially wage-push inflation, has aptly been characterized 
as an attempt by different economic interests to divide up among 
themselves more than the total national output. Under fixed ex- 
change rates these excessive claims against national output can partly 
be met—for a while—by dipping into reserves or borrowing abroad. 
It is not unprecedented for countries to enjoy the temporary delights 
of living beyond their means while passively hoping that the longer- 
run necessary adjustment will somehow easily take care of itself. It 
is not unknown for the authorities in power to continue dissipating 


2g. For historical documentation of the devaluation bias of fixed exchanges, 
see Henrik AKERLUND, Guldparistandarden (Stockholm: Grafiska Konstanstalten 
Tryckeri, 1959), pp. 85-88. Upward revaluations—when such rarities occur— 
are likely to err on the small side. 
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the country’s international resources, leaving it to successor regimes 
to impose “‘austerity’’. The large measure of monetary insulation 
offered by fluctuating exchanges, on the other hand, leaves each 
country more immediately exposed that it would otherwise be to the 
wanted or unwanted consequences of its own domestic policies. One 
particular aspect of this feature in fact constitutes TRIFFIN’s argument 
against independent national monetary systems. It is largely a ques- 
tion of value judgments whether this independence is good or bad, 
all aspects considered, and whether, on the contrary, other countries 
oughtto help carry the burden ofsome countries’ inflationary blunders. 


Concluding Summary 


TriFFIN has aptly exposed the “‘absurdity” of economizing on gold 
by the growing use, as international liquidity, of national currencies 
precariously pegged to gold on a fractional-reserve basis. Turning 
the International Monetary Fund into a world central bank to 
manage liquidity on the international level would probably be an 
improvement over present-day arrangements. However, the TRIFFIN 
Plan still does not provide the world with any payments-balancing 
mechanism. Furthermore, the complexities of managing liquidity on 
two levels, and the creation of additional liquidity even when not 
required to ward off actual deflation, threaten inflationary pressure 
on countries whose balance-of-payments surpluses correspond to the 
more amply financed deficits of others. A full appraisal of the plan 
requires considering the alternative}. One is periodic expansion of 
the International Monetary Fund much as it exists today. Another 
is the use for international liquidity of a single national currency not 
tied to gold. Still another is to leave the holding of foreign exchange 
entirely to decentralized private decisions, with national monetary 
authorities free to guide themselves consistently by domestic objec- 
tives alone. This last approach would spare the monetarily most 
prudent countries, at least, some of the inflationary biases inherent 
in the rival systems. 


University of Virginia LELAND B. YEAGER 
Charlottesville, Virginia (USA) 
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THE TRIFFIN PLAN 


ZUSAMMENFASSUNG 


Der Triffin-Plan. Professor TRiFFIN weist richtigerweise auf den Widersinn hin, 
Gold einzusparen, bei der zunehmenden Verwendung als internationale Liqui- 
ditat von nationalen Wahrungen, die auf Grund bestimmter Reservesatze in ge- 
fahrlicher Weise an das Gold gebunden sind. Die gegenwartig bestehenden Ver- 
haltnisse wiirden wahrscheinlich verbessert, wenn der Internationale Wahrungs- 
fonds in eine Weltzentralbank umgewandelt wiirde, um die Liquiditatsprobleme 
auf internationaler Ebene zu lésen. Der Triffin-Plan versieht die Welt jedoch im- 
mer noch nicht mit einem Mechanismus, der Zahlungsbilanzen ausgleicht. Die 
Schwierigkeiten, das Liquiditatsproblem auf zwei Ebenen zu meistern, und die 
Schaffung zusatzlicher Liquiditat, sogar wenn diese nicht nétig ware, wiirden 
zudem diejenigen Lander, deren Zahlungsbilanziiberschiisse den in ausreichen- 
derem Mass finanzierten Zahlungsbilanzdefiziten anderer Lander entsprechen, 
durch einen inflationaren Druck bedrohen. Eine volle Wiirdigung des Planes 
bedingt deshalb einer Erwagung der méglichen Alternativlésungen. Eine solche 
ist die Erweiterung des Internationalen Wahrungsfonds ungefahr in der Form, in 
} welcher er heute besteht. Eine andere besteht in der Verwendung einer nationalen 
Wahrung, die nicht an das Gold gebunden ist, als internationale Liquiditat. 
Schliesslich kénnte die Lésung darin bestehen, das Halten von Devisen vollstandig 
zu dezentralisieren und dem Gutdiinken Privater zu iiberlassen, wobei die natio- 
nalen Wahrungsbehérden frei waren, sich bei ihren Massnahmen ausschliesslich 
von internen Motiven leiten zu lassen. Dieser letztgenarnte Weg wiirde die 
wahrungspolitisch vorsichtigsten Lander wenigstens teilweise vor inflationaren 
Gefahren bewahren, die den andern Systemen anhaften. 


RESUME 


M. Trirrfin fait trés justement remarquer le contresens des économies d’or, alors 
que des monnaies nationales, dangereusement liées a l’or par des taux d’encaisse 
: définis, sont de plus en plus utilisées comme liquidité internationale. Les condi- 
tions actuelles seraient probablement améliorées si le Fonds Monétaire Interna- 
tional était transformé en une banque centrale mondiale, afin de résoudre les pro- 
blémes de liquidité a l’échelon international. Cependant le plan Triffin ne re- 
présente pas encore un mécanisme de compensation mondiale des paiements. 
A cause des difficultés de maitriser les problémes de liquidité sur deux plans, et 
de la création de liquidité supplémentaire, méme superflue, les pays dont les 
excédents de la balance des paiements correspondent aux déficits — financés alors 
dans une mesure suffisante — des pays déficitaires, seraient de plus menacés d’une 
poussée inflationniste. Une pleine appréciation du plan suppose la prise en con- 
sidération des solutions alternatives possibles, dont une prévoit l’élargissement du 
Fonds Monétaire International dans sa forme actuelle. Une autre solution réside 
dans l’emploi d’une monnaie nationale non-liée 4 l’or, comme liquidité inter- 
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nationale. Enfin une solution pourrait consister en une décentralisation compléte 
de la garde de devises, laissée 4 l’appréciation des privés, alors que les autorités 
monétaires nationales seraient libres de prendre leurs mesures en se laissant guider 
par des motifs internes seulement. Cette derniére voie protégerait, du moins par- 
tiellement, les pays prudents en matiére de politique monétaire contre les dangers 


inflationnistes qui grévent les autres systémes. 
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INTEGRATION 
IN LESS DEVELOPED AREAS 


I. Introduction 


It has become a commonplace that integration confers economic 
benefits upon the participants. A dozen books and scores of articles 
have been written about integration in the last decade, refining the 
theoretical framework and analyzing particular proposals. Nearly 
all of the literature has dealt with customs unions and other forms 
of regional cooperation among advanced industrial countries, 
usually in Western Europe}. 

The example of European integration and fear of its implications, 
newly-gained independence by many countries, the hope of eco- 
nomic gain, as well as political considerations, have impelled many 
of the less developed countries to consider greater economic coope- 
ration. Most of the integration plans call for some loose form of 
association, possibly including a preferential trading bloc or free 
trade area. In some cases provisions are made for an eventual cus- 
toms union or possibly economic union?. 

There has developed a mystique concerning integration. This 
attitude sometimes is evident among proponents of the European 
Economic Community. No contradictory analysis is permitted to 
mar the rose-tinted view of integration’s advocates. A similar view 
is beginning to invade the less developed areas.’Much of the force 
behind the integration movement is political in character and poli- 


1. The literature starts with JacoB VinER’s The Customs Union Issue, Carnegie 
Endowment for International Peace, New York, 1950. R. G. Lipsey in ‘“‘The 
Theory of Customs Unions’’, Economic Journal, Vol. xx, No. 279, September, 
1960, pp. 496-513, provides an excellent summary and survey. 

2. Ben T. Moore, ‘‘Regional Economic Integration as an Element of United 
States Foreign Policy’’, a paper presented to the Conference on Trade Policy, 
Committee for a National Trade Policy, Washington, D.C., 1960, mimeographed, 
and Common Markets and Free Trade Areas, Staff Paper of the International Indus- 
trial Development Center, Stanford Research Institute, Menlo Park, California, 
1960, are general characterizations of regional integration movements. News- 
papers frequently carry accounts of integration moves. 
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tical benefits may be considerable.*It is the purpose of this paper to 
evaluate some of the economic considerations involved in integration 
in less developed areas. 


II. Integration Proposals 


In June, 1958, a Multilateral Treaty of Free Trade and Central 
American Economic Integration was signed by Costa Rica, El Sal- 
vador, Guatemala, Honduras, and Nicaragua, Free trade in 200 
items was instituted in 1959 and the number of items is to be 
expanded so that free trade would exist in ten years, at which time 
a customs union would be inaugurated. Specific provisions were 
made for customs-free, regionally-integrated industries, operating 
behind a common tariff*. 

Within twelve years from 1960 the Latin American regional 
market proposes to be a free trade area in many products. Argen- 
tina, Brazil, Chile, Mexico, Paraguay, Peru, and Uruguay, and 
possibly Bolivia will reduce their aggregate average tariff by eight 
per cent per year. The choice of goods is to be left to the individual 
country. In addition, at three-year intervals, all countries have 
agreed to place an increasing percentage of a basic commodity list 
on the free trade list. Agricultural commodities are generally ex- 
cluded from the tariff reductions and no common tariff is envisaged‘. 

The Arab League, nominally consisting of the United Arab Re- 
public, Iraq, Jordan, Lebanon, Saudi Arabia, Yemen, Sudan, Libya, 
Tunisia, and Morocco, is primarily political in nature. It has, how- 
ever, provisions for economic cooperation and discussions have ex- 
plored the possibility of economic integration. The four North 
African Arab states (Algeria in exile, Libya, Morocco, and Tunisia), 
popularly known as the Mahgreb, is an embryonic political instru- 
mentality which has proposed economic coordination as prelude to 
a federation of states5. 

3. “The Central American Economic Integration Programme’’, Economic 
Bulletin for Latin America, Vol. tv, No. 2, October, 1959, pp. 33-47- 

4. The Latin American Common Market, prepared by the Secretariat of the 
Economic Commission for Latin America, Department of Economic and Social 
Affairs, United Nations, New York, 1959; ““The Free Trade Area’’, Economic 
Bulletin for Latin America, Vol. v, No. 1, March, 1960, pp. 6-20. 

5. Fayez A. Sayvecu, Arab Unity, Devin-Adair, New York, 1958, pp. 111-141 
and 190-205. 
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In West Africa, Ghana and Guinea have nominally formed an 
economic union and have engaged in negotiations with Liberia and 
Nigeria which may lead to the establishment of a West African 
Economic Association®. A Southeast Asia friendship and economic 
treaty is under consideration by Indonesia, Malaya, the Philip- 
pines, Singapore and Thailand. Discussions of this association are 
still in an early stage’. There have also been several instances of 
economic union, such as Egypt and Syria, and the now defunct 
Arab Union between Jordan and Iraq, as well as such integration 
plans as the West Indies Federation, a regional market in northern 
South America, the Conseil d’Entente, the Mali Federation (before 
its dissolution), and others. There have also been discussions of an 
economic association among all of the countries of Africa and Asia. 


III, Conditions for Economic Gain 


Despite these efforts, it remains a clouded issue as to whether or not 
formal regional economic integration will provide significant eco- 
nomic benefits in non-industrial areas.sInsofar as the motive and 
intent of the integration proposals are political in nature, economic 
analysis has little to contribute. It is easy to get the impression, 
however, that the proponents of integration believe that economic 
analysis indicates that regional arrangements offer considerable 
economic advantages, In its report the secretariat of the Economic 
Commission for Latin America said “the common market would 
offer each and all of the Latin American countries equal oppor- 
tunities of expediting their economic growth. The common market 
could play a leading role in mitigating the Latin American coun- 
tries’ vulnerability to external contingencies and fluctuations’ ’. The 
Economic Commission for Asia and the Far East holds a similar, 
although somewhat more cautious position. In a recent survey its 
secretariat says, “It would seem reasonably clear, however, that it 
would be of benefit to the region as a whole to mobilize available 
under-utilized resources in manufacturing and agricultural pro- 


6. Common Markets and Free Trade Areas, p.17; Economist, January 16, 1960; 
New York Times, July 25, 1959. 
7. Far Eastern Economic Review, July 14, 1960, pp. 50-55. 
8. The Latin American Common Market, op. cit., pp. 5/6. 
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duction and substitute them for supplies now obtained from outside 
the region. There is likely to be considerable scope for cooperation 
in import substitution between the countries of the region®.” 

The vision of those who see the efficacy of economic integration 
revolves around ® the possibility of significant economies of scale 
resulting from optimum-scale operations in additional lines of 
economic activity, @ improved terms of trade and greater stability 
resulting from enhanced bargaining power by the integrated unit, 
and an improved allocation of resources, resulting from the eli- 
mination of inefficient producers within the region. The United 
States is taken as the model of a massive integrated area whose pro- 
gress is at least in part attributable to its large market and the 
absence of trade barriers. Proponents point out that the United 
States (or Germany under the Zollverein) were less developed 
areas when integration was undertaken?®. 

Those who look askance at economic integration base their 
judgment upon an economic calculation, in which scale effects, 
terms of trade and stability, and reallocation of resources are insuf- 
ficient to outweigh trade diversion, as well as continued and exag- 
gerated misallocation of resources, either within the region or on a 
world-wide basis. VINER, for example, argues “‘customs unions are 
not important, and are unlikely to yield more economic benefit than 
harm, unless they are between sizeable countries which practice 
substantial protection of substantially similar industries’’!!. MEADE, 
despite “a general prejudice in favor of customs unions” indicates 
that increases in welfare are more likely “if the partner countries are 
actually very competitive, or similar, but potentially very comple- 
mentary and dissimilar’’??. 


g. Economic Survey of Asia and the Far East, 1959, United Nations, Bangkok, 
1960, pp. 101/102. 

10. Even a cursory examination of the difference in fiscal position, economic 
structure, economic and social policies, and political conditions indicates that 
such parallels have limited meaning. See, for example, the study by WoLFRAM 
FiscHer, ‘““The German Zollverein: A Case Study in Customs Unions’’, Kyklos, 
Vol. xm, Fasc. 1, pp. 65-89. 

11. JACOB VINER, The Customs Union Issue, op. cit., p. 135. 

12. J. E. Meape, The Theory of Customs Unions, North-Holland, Amsterdam, 


1955, P- 107. 
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In a summary of the conditions under which integration can 
confer economic gain, SANNWALD and STOHLER, following MEADE, 
argue that4wvelfare will be served in situations in which (1) reduc- 
tions in trade barriers lead to a primary expansion in the volume of 
trade, (2) participating economies are initially competitive or sub- 
stitutable but are potentially complementary, (3) tariff rates among 
the countries within the region are initially high but outside the 
region there are many countries with low tariff, (4) partners are one 
another’s principal suppliers, (5) a large and productive area is in- 
cluded, (6) trade barriers are primarily quantitative rather than 
tariffs, (7) significant economies of scale are possible, (8) tariffs 
within the area are reduced across the board or selectively so as to 
avoid trade diversion!%,» 

Although these criteria were designed specifically for integration 
among industrialized countries, they are appropriate for applica- 
tion to less developed areas as well. For significant increases in wel- 
fare to result, trade barriers for the integrated region as a whole 
must be tWo-more protective than the barriers of all of the countries 
separately”The impulse for integration must come from a desire to 


improve resource allocation, to achieve-economies of scale, and to 


improve the terms of trade, rather than a desire to maintain or_ 


increase protection or to develop sheltered markets?/Great dis- 
parities in the stage of economic development or structure of the 
economies, dominance by one or two countries in the integrated 
region, or an extremely low level of economic development will 
tend to keep economic benefits at a minimumsEconomic and trade 


policies and the wage-price structure of all of the individual eco- 


nomies cannot be too divergent. 

State ownership and operations and private cartels, either in the 
national economies individually or in the integrated region may 
tend to nullify economic gain through inefficiency and misalloca- 
tion of resources. Modern technology must be adaptable to the 
conditions of the integrated region and barriers to the movement of 
factors of production, particularly capital, will tend to reduce bene- 


13. RotF SANNWALD and JAcQueEs STOHLER, Economic Integration, translated 
by H. F. KarREMAN, Princeton University Press, Princeton, 1959, pp. 68-71 ; and 
MEADE, op. cit., pp. 107-111. MEADE, op. cit., and Lipsey, op. cit., offers substan- 
tially the same consideration. 
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| fits. (Demand conditions of all of the countries of the integrated 


regions must be generally similar. The countries of the region should 
produce different primary products, but at the same time taken 
together the countries must control a significant share of the primary 
products exported by the region as a whole» 

Even a casual glance at the specifications tends to indicate that 
there may be some question about the economic importance of inte- 
gration in less developed areas. Based upon the characteristics of 
the economies—size of population and aggregate output, foreign 
trade and intra-area trade, and nature of the participating eco- 
nomies—and the character of the integration proposals, it may be 
possible to come to a tentative judgment concerning some of these 
criteria, 


IV. Economies of Scale 


Much of the alleged efficacy of economic integration hinges on the 
ability of a producer in the integrated unit to market, for the region 
as a whole, at lower per unit costs than a producer in one of the 
participating countries. If these economies are to be achieved, 
establishments in any given country must in fact expand their 
market, by selling in the markets of the other countries of the area, 
either creating a new market for the product, displacing domestic 
producers in integration partners, or replacing imports from coun- 
tries outside the region./The import substitution must take place in 
such a way that the cost of the product from within the region is 
less than the previous import from outside.*There is no economic 
benefit to the region, even in the presence of large economies of 
scale, if they are not sufficient to cause the replacement of products 
previously imported from outside the area. 

All of the integration plans in less developed areas concern 
regions which are quite small in population and aggregate output. 
As is indicated in Table 1, the Latin American project is the largest, 
both in population and product, and while it approaches the popu- 
lation of the European Economic Community, gross product is only 
one-fifth that of the EEC. Three proposed regional groups, Central 
America, North and West Africa, have products of less than 
$5 billion, with a combined gross product one-third that of Latin 
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America.\Per capita incomes are also very low in all regions, the 
highest being about $200 per year in Latin America. 

In addition, in each region one or two nations dominate the 
area economically. Indonesia produces about one-half of the pro- 
duct of the Southeast Asian plan. The Philippines and Indonesia 
together account for more than three-fourths of the total. Brazil and 
Mexico, both about the same size, produce about two-thirds of the 
product in the Latin American area. Guatemala is one-third of the 
Central American region and adding either El Salvador or Costa 
Rica pushes the percentage to well over one-half. The United Arab 
Republic is about one-half of the Arab League as is Algeria in the 
case of North Africa!. 


Table 1 


Selected Indicators of Economic Activity in Less Developed Areas, 1958 


























Central} Latin Arab North West South- European 
America | America | League*| Africa‘ | Africa‘ |east Asia Economic 
Community; 
Population (millions)! | 10.3 | 143.0 | 71.8 | 25.3 | 40.9 | 136.6 168.0 
Gross Product 
(billion $)? 2.4 | 29.9 7.9 4.4] 32] 18.1 154.5 
Exports (million $)* 459 | 35655 |3,.518 | 987 | 713 |3,200 | 22,730 
Imports (million $) 488 | 4,632 | 4,097 |1,778 | 732 | 3,223 | 22,940 
Percentage of world 
exports 4 3.7 3.6 1.0 a 3.3 23.6 
Percentage of world 
imports 4 4.5 4.0 £7 Be 3.1 22.8 
Intra-area trade 
(million $) 18.7 366 | 210 40 4 |1,059 | 6,762 
Intra-area trade as 
per cent of exports 4 10 6 4 I 33 29.7 
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. U.N. Statistical Yearbook, New York, 1959, pp. 21-39. 
. International Financial Statistics, Vol. X111, No. 6, 1960; and Monthly Bulletin Statistics, November 

1960, Table 49. National income when cnpP not available. 
. Directions of International Trade, Vol. X, No. 10, 1959. 
4. Arab League omits Libya, Saudi Arabia, Sudan and Yemen; North Africa omits Libya; West 
Africa omits Guinea and Liberia. 








14. Monthly Bulletin of Statistics, November, 1960, Table 49; and Jnternational 


Financial Statistics, September, 1960, country tables. 
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The present volume of foreign trade of the proposed regions in 
each case is a small proportion of world trade, ranging from less 
than one-half of one per cent in the case of Central America to about 
four per cent for the Latin American scheme and the Arab League. 
Intra-area trade is also relatively small in all cases, and there is little 
evidence of a growing complementarity!>. In general, the intra- 
area trade consists of exchange of products which the other coun- 
tries of the region do not produce.) For example, in 1955, forty 
per cent of the intra-regional trade in all of Latin America was 
accounted for by Argentinian wheat and Venezuelan oil. Timber, 
coffee, cocoa, fruit, sugar, cotton and raw materials accounted for 
another thirty-five per cent. Trade in manufactured goods other 
than processed foods was about $85 million out of a total import in 
this category of $5 billion’®. 

If optimum-scale operations of plant and facilities requires only 
a doubling or trebling of a very small market, then some economic 
advantage may be possible. It is not possible, however, to make a 
universal case for steeply falling cost curves or significant external 
economies. Some of the integration plans provide considerably 
smaller markets than is provided by single nations of other inte- 
grated units, so that to make a uniform case there must be descend- 
ing cost curves throughout industry.“Many cost relationships, how- 
ever, are relatively flat.) BAIN contends that petroleum refining, trac- 
tors, cigarettes, liquor, meat-packing, and other industries have 
flat cost curves and many other industries, such as soap, tires and 
tubes, canned goods, shoes, and farm machinery have only moder- 
ately sloped curves. ‘Beyond the critical size of these operations, 
relatively modest scale economies can be achieved!7.» 

The optimum size, of course, varies substantially. Some of the 
smallest nations can afford to have optimum-size, small-scale manu- 
facturing facilities, A shoe factory, for example, requires a capital 
facility valued at $500,000 to $2 million to operate efficiently. 


15. Ertk THorsecKE, The Tendency Toward Regionalization in International 
Trade, 1928-1956, Martinus Nijhoff, The Hague, 1960, pp. 19-69. 

16. Study of Inter-American Trade, Economic Commission for Latin America, 
1957- 

17. Joe S. Bain, Barriers to New Competition, Harvard University Préss, Cam- 


bridge, 1956. 
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Diversified meat packing requires an investment of $10 to $20 
million, fresh meat packing requires capital of only $1 million. 
An optimum-size flour mill has capital requirements of $700,000 
to $3.5 million, gypsum products $4 million to $6 million. Many 
other activities, including cement, soap, fountain pens, canned fruits 
and vegetables, tires and tubes need $25 million or less in capital 
facilities to achieve optimum scale!8, Thus, many manufacturing 
facilities, primarily light manufacturing and consumer goods are 
within the market size of quite small less developed countries and 
there is no certainty that an increase in the size of the market would 
result in significant economies.»The question is not always just one 
of an adequate market but of attracting investment or allocating 
resources for investment purposes in the first place.) 

In his recent analysis of economies of scale, Moore was discour- 
aged “‘to find no scale factors which test out significantly against the 
hypothesis of constant returns’. He examined a wide range of capital 
equipment and capacity additions to see whether or not a statistical 
case could be made for economies of scale. In some cases he found 
such economies for particular items of equipment and for specific pro- 
cesses, but for plants as a whole the scale factors of less than one 
were within the margin of error.) In cement plants varying in size 
from 450,000 to 1,400,000 tons annually, for example, Moore found 
that the scale factor for total plant was not significantly different 
from one and for equipment was more than one!®. JEWKES is un- 
convinced concerning economies of scale and cites many instances in 
which the largest producers were not the low-cost producers and 
small plants were able to produce for less than large plants”. 

It may be argued that even though cost curves for the most part 
are relatively flat, still some less developed countries tend to operate 
at the extreme left end of the scale where costs decline significantly 


18. BAIN, of. cit., pp. 156-165. 

19. FREDERICK T. Moore, “‘Economies of Scale: Some Statistical Evidence’’, 
Quarterly Journal of Economics, Vol. uxxi, No. 2, May, 1959, pp. 240-242. 

20. J. Jewkes, “‘Are the Economics of Scale Unlimited?” 
quences of the Size of Nations, Proceedings of a Conference held by the International 
Economic Association, edited by E. A. G. Robinson, St. Martin’s Press, New 
York, 1960. This volume contains several essays which indicate that the size 


Economic Conse- 


of a nation is not the determinant of its progress. 








324 ROBERT L. ALLEN 


because of capital charges. Integration would push costs down and 

out into the flat range. This ignores the practices and processes of 

industry. Plants are established only when they can be operated 

close to the optimum scale’ Thus, benefits are to be derived only if 

/ in the single country no plant is possible but in the integrated area 

/ the same plant, operating at optimum scale, is feasible»Some such 

possibilities may exist but it cannot _be presumed that they exist for 
all products for all ranges of output. ) 

“External economies, deriving from imported technologies, indi- 
visibilities, and falling factor cost., may welLbe more important than 
economies of scaleaThese shifts in the cost curve, however, are not 
a function necessarily of integration. Rather, they result from the 
process of industrialization jitself and will affect whatever economic 
activities are being pursued, whether within a framework of regional 
integration or nots The extent to which integration brings forth new 
investment activities will be the measure of the impact of external 
costs attributable to integration. Economies of scale and external 
economies are probably marginal compared to the advances pos- 
sible if the psychology of integration should prove a powerful invest- 
ment magnet, 

| | “Even presuming that scale economies are possible and benefits 
therefrom are of significance, it is still probable in many cases that 
the new industries are high cost relative to imports, thus requiring 
continued or even more widespread protectionsSuch protection may 
be justifiable on infant industry grounds, but it should be recognized 
that a short-term economic cost is involved. Less developed coun- 
tries may be able to benefit from integration only by accepting the 
costs of protection for an uncertain period. 

“Even if it can be established that a broader market in which 
economies of scale are possible is provided by an integration plan, 
there is no assurance that an integrated region will be in a position to 
exploit this possibility through enlarged investment.>The attitude 
of the governments in the region, the nature of the integration plan, 
and the general investment climate of the area will be the principal 
determining factors.) In many less developed countries, including 
most of those which are considering integration, private foreign 
investment is not always hospitably received. Government economic 
plans often narrow the opportunities for investment or restrict invest- 
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ment in such a way as to discourage private capital flows, especially 
into manufacturing production where economies are potentially the 
greatest. 

In many cases the integration plan itself is not completely firm 
with respect to opportunities for a broader market,‘are embodied in 
executive agreements or statements of policy rather than in treaties 
which can be relied upon and generally do not provide a framework 
which lends confidence to the prospect for an enlarged, stable mar- 
ket. Uncertainty concerning the stability and prospects for integra- 
tion in present plans tends to make foreign investors reluctant even 
if opportunities are present.>Individual countries, through their 
attitude and domestic economic policies, continue to be more or 
less attractive to an investor, so that in fact the location of invest- 
ment is not indifferent to the specific country and it is the market of 
that country which is regarded as of primary importance in making 
the investment decision. 

If a narrow market hampers investment and private foreign 
investment is either not being attracted or is not desired, govern- 
ment investment technically can achieve the same economies of 
scale. Centralized decision-making can assign a given plant to 
one country, another plant to another country, and so on, and in 
this way these establishments can operate on the most economical 
scale. This arrangement results in a state-owned and operated 
system of cartels. The establishment of such cartels has at least two 
effects. Necessarily, market forces cannot be relied upon to dictate 
output and expansion decisions, resulting in some loss in efficiency. 

/Probably more important, the cartels will necessarily inhibit com-| 
petition, one of the principal benefits expected of integration. One 
country will become the center of production of shoes, another 
country of cement, and so on, and none of these ce nters will face 
effective competition elsewhere in the integrated area.» 

A relatively greater productivity in industrial sectors over extrac- 
tive sectors is a frequent characteristic of less developed countries. 
It is often argued that if resources could only be moved into indus- 
trial sectors or if growth in these sectors could proceed more rapidly 
than in extraction, the productivity of the whole economy could be 
raised.(This may well be so, but, like external economies, the prin- 
cipal contribution integration can make is through larger invest- 
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ment, which may or may not be a function of a broadened market 
and economies of scale.) 


V. Improved Terms of Trade and Stability 


Much stress has been placed upon the enhanced bargaining power of 
integrated regions and the possibility of less developed areas im- 
proving their terms of trade with respect to industrialized coun- 
tries and of stabilizing their export earnings.There are three ways 
in which an integrated region could improve its terms of trade.>) _ 

If import substitution can be carried out on an economical basis, 
the region’s terms of trade can be improved to some extent. By 
controlling a larger share of world exports of one or more products 
a regional group could possibly act asa-monopolist-and extract a 
higher export price for these products.The integrated region, as a 
larger purchaser of capital goods and other manufactures from in- 
dustrialized countries, could also act to a greater degree as a mono- 
psonist, by putting pressure on the export prices of industrialized 
countries. In concept a new integrated region such as the Latin 
American integration plan, could combat the preference system 
which the European Economic Community maintains for parts of 
Africa. Whether or not an integrated region can in fact improve its 
terms of trade depends upon (a) the region possessing either gener- 
ally superior economic power or a significantly greater share of the 
control of some products than the countries separately, and (b) 
whether or not such power can be exercised in concert.» 

“Such results will not necessarily be forthcoming. In most in- 
stances the proposed integration is a rather loose association which 
does not vest one body with the marketing power over the exports 
of all of the countries. Each country, for the indefinite future, will 
continue to compete with other countries in the integrated areas as 
well as countries outside the region. Even though it might be in the 
interests of each country to pool their exports and attempt to behave 
as a monopolist it does not seem likely that exporting interests would 
consider it to their advantage»In a few cases where some of the 
countries market through state magketing boards, such as Nigeria, 
it might be possible to generalize the technique. In some countries 
state trading predominates. Other countries in the same region, 
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however, would probably be reluctant to abandon their present 
exporting methods. 

“In none of the associations will either monopoly or monopsony 
power be conferred by the act of integration. In every instance, im- 
portant competitive countries stand outside the region.#In the Latin 
American scheme, for example, the only countries in the association 
exporting significant quantities of coffee are Brazil with 41.8 per 
cent and Mexico with 2.9 per cent of world coffee exports in 1959?!. 
Honduras in 1956 provided 13 per cent of world banana exports 
and adding Guatemala and Costa Ricd raises the figure to 25 per 
cent??, El Salvador and Guatemala export most of the Central 
American coffee, 3.3 per cent and 3.2 per cent respectively, of world 
exports. The other three countries raise the total for the area to 
9.4 per cent®*, Saudi Arabia produces 24 per cent of world oil; the 
Arab League as a whole provides about one-half of world oil ex- 
ports?*. 

Indonesia in 1958/59 was the world’s largest natural rubber 
producer and exporter—37 per cent of the world total. Malaya 
produces 34 per cent and Thailand 7 per cent. The Southeast Asian 
scheme as a whole accounts for 78 per cent of world rubber, the 
only instance in which an integration plan begins to approach a 
monopoly position over a single product?*. Ghana is a major cocoa 
producer, with 28 per cent of world production. The West African 
scheme as a whole controls less than one-half of world production?*, 
In each regional group the group as a whole exports a greater 
share of the total exports of the product than any one nation, but in 
most cases this does not result in any decisive control over the supply 
in the market.“It is also to be noted that in many cases production 
is controlled by non-resident interests.» 

‘There isa conflict between the ability of regional groups to acquire 
a monopoly position in selected exports and their desire to stabilize 

21. Annual Coffee Statistics, 1959, Pan-American Coffee Bureau, No. 23, New 
York, 1960, p. 43. 

22. Economic Bulletin for Latin America, Vol. m, No. 2, October, 1958, p. 29. 

23. Annual Coffee Statistics, 1959, Pp. 43. 

4. World Petroleum Report, 1959, Vol. 5, 1959, p. 29. 
5. Commodity Survey, 1959, United Nations, New York, p. 147. 

26. Production Yearbook, 1958, Vol. 12, Food and Agriculture Organization, 
Rome, 1959, p. 130/131. 
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foreign exchange earnings. To the extent that the region concen- 
trates in one or a few products the advantage of producing a wide 
range of primary products and thus stabilizing export earnings is 
lost. On the other hand, if many products are produced, having 
different price trends, then it is not likely that a monopoly position 
in some products can be achieved. In almost every case the partici- 
pants in integration plans are primary producers concentrating in 
only a few productsyIn Central America, for example, coffee ac- 
counts for 52 per cent of the total exports in Costa Rica, 72 per cent 
in El Salvador, 76 per cent in Guatemala, 23 per cent in Honduras, 
and 38 per cent in Nicaragua. Bananas are 32 per cent of Costa 
Rica’s exports, 18 per cent for Guatemala, and 53 per cent in Hon- 
duras. In other regional groups, a similar situation prevails, but 
with a wider range of products. In West Africa the emphasis is 
cocoa, ground nuts, and natural rubber. In Latin America coffee, 
wool, copper and meat receive emphasis by different countries?’. 
“Integration among the primary producers would probably tend 
to reduce fluctuations in export earnings. Price variation in the 
products exported by any one regional group do not move together 
precisely $When the price of cocoa is down, the price of ground nuts 
may be stable or rising so that for the region as a whole export 
earnings are more stable»In West Africa the year to year variation 
between 1948 and 1958 of export earnings for Ghana, Liberia and 
Nigeria together is 8.4 per cent; for Ghana it is 14.2 per cent, for 
Liberia it is 32.3 per cent and for Nigeria it is 13.5 per cent. In 
Central America the variation is from 10.3 per cent per year 
(Guatemala) to 20.3 per cent (Nicaragua), but for the region as a 
whole it is 9.8 per cent. In the Latin America plan Paraguay has 
an 8.2 per cent annual variation, less than the average for all seven 
countries of 11 per cent. Argentina and Uruguay have the largest 
_ annual changes—20.3 and 19.6 per cent, respectively*®. 
\ (Integration would undoubtedly achieve some measure of stability 
if export earnings were divided up equitably among the members. 
Unfortunately, in most proposed integration plans there is no pro- 
vision for such a division.ezIndeed, as one might expect, there is 
considerable disinclination on the part of the countries experiencing 


27. International Financial Statistics, September, 1960, pp. 30-33. 
28. International Financial Statistics, June, 1960, pp. 36-39. 
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price increases to share with those experiencing price declines. In 
any given year one or more of the countries would be better off 
acting independently rather than through the group. In addition, 
in some cases downward price trends are chronic, as is probably 
the case in coffee and some minerals. Countries exporting other pro- 
ducts would not benefit in sharing their cyclicly variable fortunes 
with the country whose export prices are chronically depressed fit is 
highly improbable that Argentina and Uruguay would care to share 
their prosperity in wool and meat with Brazil whose principal export 
is under steady pressure from African competition and slow-growing 
demand.$In addition, integration would be of little assistance in 
those cases of general price movements which influence all primary 
products together.} 


VI, Competitive Forces 


‘Much of the economic effectiveness of integration hinges on the 
advantages of competition, reducing domestic or import costs by 
eliminating inefficient producers and forcing others to rationalize 
and lower costs of production.»It has already been shown that inte- 
gration plans for quite small areas where there is little, ifany, manufac- 
turing production allocation undertaken by the state can frustrate 
competitive forces. There are also other weaknesses in relying upon 
competitive markets to achieve economic gains in less developed 
areas. Competitive forces operate most effectively when two or 
more countries are at about the same stage of economic development 
and have industries which, in the absence of trade barriers, would 
compete for one another’s markets.*The wider the area of compe- 
tition, that is the higher the stage of economic development, the 
greater is the potential economic gain. These conditions are seldom 
met in the less developed areas which are considering integration, 
‘Manufacturing production is extremely low in all of these areas 
and in general is concentrated in a relatively few countries.) In 
Central America all five countries are at about the same stage of 
production, with none of them having any significant manufactur- 
ing output. In Latin America, Mexico, Brazil, and Argentina domi- 
nate industrial production and in the Arab League Egypt outpaces 
all of the rest in industry. In West and North Africa and in South- 
east Asia there is relatively little manufacturing production. 
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“In those cases where one or two countries tend to be at a signi- 
|  ficantly higher stage of development integration will tend to expand 
| the market of those countries which already have manufacturing 
production, possibly achieving economies of scale, but in general 
these industries, under present proposals, are not exposed to compe- 
tition of any significance, since there are no counterpart industries 
in the other countries of the area.»The competition which these 
industries face is the competition provided by industries outside the 
area and the former will continue to be protected from those indus- 
tries under present integration proposals.Aln situations where all 
countries are at the same stage of development and there is rela- 
tively little industry, integration achieves little or no economic gain 
except through economies of scale, presuming new industries can 
be established. ») 
| ‘Trade creation, the basis for much of the confidence that the 

European Economic Community will prove economically sound, 
finds little prospect in less developed areasy The classical demonstra- 
tion of trade creation results from those cases in which cheaper 
supplies from other parts of the integrated region replaces presently 
protected domestic production. Should protection against imports 
from industrialized countries continue—and this is the expectation 
of integration plans—then the elimination of barriers among the 
states will have contributed no economic advantage since most of 
the import competition comes from outside. Only when some coun- 
try within the region competes with other countries’ formerly pro- 
tected industry, and inefficient producers are thereby eliminated, 
will an economic gain be possible. , 

Even with the development of a sheltered market, as might be 
the case for Egypt in the Arab League and Mexico in Latin America, 
the semi-industrialized states in many cases will not be able to 
export to the integrated region at lower costs than can present 
suppliers in North America and Western Europe’ In order for im- 
port substitution to take place it may be necessary for the region as 
a whole to maintain higher tariffs on manufactures than that which 
exists at the present time.sConsiderable pressure can be expected 
from the more advanced states within an integrated region for an 
enlarged area of protection and a higher tariff for the region as a 
whole»Such a move would enable those countries to get a start in 
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more industries and to strengthen their position in those industries 
which already exist. Import substitution resulting from added pro- 
tection, however, cannot be regarded as an economic benefit result- 
ing from integration. Indeed, in the short run, it may tend to mis- 
allocate resources even more than at present>) 

It may be possible to generalize the infant industry argument to 
the region as a whole on the basis that no one country has a market 
capable, even potentially, of absorbing the output of an efficient 
industry, but that the region as a whole does possess this capability. 
Such a contention presumes that all members of the integrated 
region are willing io permit economic forces to determine the loca- 
tion of production. Even if the argument is true there is no indication 
in integration proposals that the participants have given up hope of 
establishing industries in many lines and are content to permit un- 
hampered comparative advantage to determine the course of future 
economic development. 

“Some trade diversion will undoubtedly take place.»Higher cost 
exports from other parts of the region would replace some of the 
\ Present products imported from the outside. To the extent that this 
‘occurs the preferential trading bloc will sustain a short-run economic 
loss. Such a development, however, would be limited by the em- 
bryonic stage of development of manufacturing in even the most 
advanced countries in the proposed integrated regions. The fact 
that countries within any integrated region are at different levels 
of development implies that those countries which have a head start 
in industrialization will be able to strengthen their position and in- 
crease their lead as a result of integrationXIn most cases genuine 
regional free trade would strip all protection from the least devel- 
oped of the countries and expose them to the unhaimpered exports 
of the semi-industrialized nations of the region, permanently con- 
signing the former to the status of primary product exporter.% 

Precisely because of this imbalance within the region many of the 
least developed parts of the region have not looked with favor upon 
either trade creation at the expense of their limited manufactures or 
more costly import substitution. This reluctance has been expressed 
in three ways.’In most of the regional integration plans the selec- 
tivity with which barriers are to be reduced are just the opposite 
of the arrangement which would maximize economic gain. In those 
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cases where competitive industries exist, barriers are permitted to 
remain for the maximum time and special arrangements are made 
to soften the effects of competition. In other cases, particularly 
where little or no industry exists, coordinated region-wide invest- 
ment and output location decision protects the interests of each 
country. Finally, in some cases there is a quid pro quo—one country 
gives up protection of one industry if another country gives up its 
protection of another industry. All of these arrangements seek to 
nullify the effects of competition and tend to minimize economic 
benefits from integration. 

Many of the practical barriers to integration would also tend to 
reduce any expected gain. Significant disparities in economic and 
social policies of the participants would make coordination difficult, 
render joint action in many fields impossible, create uncertainty and 
uneasiness concerning the prospects for integration, and may inter- 
fere with the efficient functioning of an integration plan. Geography 
and transport routes in some cases militate against successful inte- 
gration. Traditional commercial rivalries, political differences, dif- 
fering cultural behavioral and consumption patterns, present trade 
and economic orientation, and many other considerations may limit 
the potential for integration and mar its operation if attempted. 

‘The various proposals for integration make it abundantly clear 
that it is not the free trade ideal which is being pursued. They are all 
fundamentally protectionist, on a regional level, with respect to the 
exports of the industrialized countries, with the retention of sufficient 
protection on a national basis so that no real injury is inflicted. Such 
economic benefits as might be expected from competition are speci- 
fically avoided by provisions insisted upon by those who might be 
damaged. * 


VII. Integration and Economic Development 


It is customary for the proponents of integration in less developed 
areas to argue that the.economic benefits will_resyJt_not so much 
from a reallocation of present resources, achieving economies o 
scale with present plant facilities, or in stabilizing present export 
earnings and influencing present terms of trade over a long 
period of time, out of the increments of growth of the region as a 
whole, a more rational allocation of resources will come into exist- 
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ence, plant facilities will all be able to operate at optimum scale, 
and future exports and terms of trade will feel the impact of the 
regional arrangement. The gain-vitiating compromises, the con- 
tinued and possible heightened misallocation of resources, and the 
absence of strong and binding regional arrangements will, in this 
view, eventually be remedied by long-run economic gain and by an 
increasing community of interest among the parties participating 
in the beginning stages of integration. 

‘Integration is seen as a strong force for economic development, 
by attracting foreign investment which would be reluctant in the 
absence of a broader market.»Thus, Piaza says, ““The common 
market would not only provide opportunity for large-scale invest- 
ment but investors would have greater confidence in the future of 
their enterprises”. He goes on to argue that “Only economic inte- 
gration through a Latin American common market can make more 
efficient use of our resources’’”®. 

The Economic Commission for Latin America has estimated that 

a common market for Latin America as a whole would increase the 
growth of the area by 50 per cent over the next 15 years, relative 
to growth in the absence of a common market. No precise details 
are given concerning the estimate, but the enhanced growth results 
from import substitution and enlarged investment, brought about 
, the existence of the common market®. As indicated earlier, how- 
ever, the scope for economies of scale through integration are not 
unlimited, integration itself does not necessarily attract investment, 
external economies are not a direct function of integration, and 
there are significant qualifications, in concept and in the proposed 
integration arrangements, concerning other elements which might 

contribute economic benefits. “In the development process —s 

gration has no role other than its basic one of economizing resources. 

“If a sufficient number of people, particularly private foreign in- 
vestors, could be convinced of the economic advantages, whether 
real or apparent, of integration, then benefits could result from 
heightened expectations.»A break with the past and with tradition, 
a willingness of less developed countries to compromise, and an en- 

29. Gato Piaza, ‘For a Regional Market in Latin America’’, Foreign 


Affairs, Vol. 37, No. 4, July, 1959, p. 611, 616. 
30. The Latin American Common Market, op. cit., p. 89. 
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livened spirit could spur investment and justify favorable expecta- 
tions. There must be, however, some basis for the optimistic judg- 
ment, else frustration will cause adverse reaction. Successful infant 
industry protection could conceivably provide a basis for a larger 
integrated area. If this is the position of integration’s proponents, 
then their arguments need to be recast substantially to recognize 
the shortrun costs and other disabilities of such integration, 

If complete economic union from the beginning is the purpose 
and motive of integration plans and is signified by binding treaties 

‘and a fundamental community of interest, if each participant is 
willing to make the economic sacrifices for the good of the region as 
a whole, if competitive forces dominate decision-making, and if the 
criteria for gain from integration are to some degree met, then it is 
possible that less developed areas can probably achieve a more ra- 
tional allocation of resources and thereby make greater economic 
progress as an integrated unit than as a group of independent na- 
tions. So stringent are these conditions, however, that none of the 
specific proposals now under consideration meet them*?, 

It may well be true that consultation, coordinated study and 
planning, the exchange of technical assistance experts, joint market- 
ing, cooperative financial arrangements, regional clearing arrange- 
ments, and participation in special-purpose regional and multi- 
lateral organizations and projects by less developed countries, can 
reduce administrative costs and make some contribution to the 
strength, stability, and progress of these countries in less developed 
areas. ‘Such activities fall short of integration but perhaps avoid 
many of the setbacks, failures, and frustrations which may be more 
harmful to the international economy than any benefits which inte- 


gration might confer, 
RosBert Lorinc ALLEN 
Institute of International Studies 


and Overseas Administration of the University of Oregon 


31. In a paper to be presented at the International Economic Association 
Conference in September, 1961, my colleague, Professor Raymond F. Mikesell 
of the University of Oregon, takes a more optimistic view of the value and use- 
fulness of integration. His argument is based upon the presumption that large- 
scale import substitution, made possible by tariff protection, is going to take place 
in these areas in any case. Therefore, it is better to protect a large multinational 
area with no internal barriers than to protect the same area with internal barriers. 
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INTEGRATION LESS DEVELOPED AREAS 


SUMMARY 


This article is an evaluation of the potential economic contribution of formal in- 
tegration in less developed areas. It reviews briefly some of the major integration 
plans of recent years, including the Central American plans for economic union, the 
Latin American Free Trade Area, the North and West African plans, the Arab 
League, and the Southeast Asian scheme. It examines the economic structure of 
these areas. The conditions for economic gain from integration are analyzed in 
terms of the theory of customs unions and from the point of view of (1) economies of 
scale, (2) improvement in the terms of trade and stability of export earnings, and 
(3) a more rational allocation of resources. 

Evidence indicates that most of the regional plans in less developed areas under 
consideration do not meet the requirements for economic gain indicated by the 
theory of customs unions? There are only limited possibilities for economies of scale 
since much cf manufacturing has relatively flat cost curves»In none of the plans 
would it be possible to improve the terms of trade significantly and stability could 
be achieved only by pooling export earnings, an unlikely prospect. A more rational 
allocation of resources can result if competition exists and is fostered by integration 
plans. But in many cases competition does not exist and plans are designed to 
frustrate competition, rather than promote it. 

The basic contribution of integration is to achieve economic gains by improving 
resource allocation. By itself integration does not necessarily improve investment 
prospects or promote growth. The economic structure of the less developed areas 
considering integration and the specific plans s6 far made do not indicate any signifi- 
cant economic contribution. Less formal means of cooperation may be more useful. 


ZUSAMMEN FASSUNG 


Dieser Artikel untersucht die wirtschaftlichen Auswirkungen verbindlicher Zu- 
sammenschliisse in Entwickiungsgebieten. Zuerst werden kurz die wichtigsten In- 
tegrationsplane der letzten Jahre dargelegt, unter anderen der Plan der Zentral- 
amerikanischen Wirtschaftsunion, die Lateinamerikanische Freihandelszone, die 
nord- und westafrikanischen Plane, die Arabische Liga und das siidostasiatische 
Projekt, wobei die wirtschaftliche Struktur dieser Gebiete untersucht wird. Der 
wirtschaftliche Gewinn, der als Folge der Integration entstanden ist, wird analy- 
siert, wobei von der Zollunionstheorie und vom Gesichtspunkt der 1. ausgewoge- 
nen Wirtschaft, 2. Verbesserung der Austauschverhaltnisse, das heisst der «Terms 
of Trade», und der Stabilitat der Exporteinkiinfte und 3. rationelleren Verteilung 
der Produktionsfaktoren ausgegangen wird. 

Die Ergebnisse zeigen, dass in den betrachteten Entwicklungsgebieten die be- 
stehenden regionalen Plane nicht die wirtschaftlichen Gewinne erbrachten, die 
sich nach der Zollunionstheorie ergeben sollten. Es bestehen nur beschrankte Még- 
lichkeiten, ausgewogene Wirtschaftssysteme zu schaffen, da grosse Teile der Pro- 
duktion relativ flache Kostenkurven aufweisen. Nach keinem der Plane ware es 
méglich, die «Terms of Trade» erheblich zu verbessern, und Stabilitat kénnte nur 
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durch Zusammenlegen der Exporterlése erreicht werden, was sich jedoch nur 
schwer verwirklichen liesse. Eine rationellere Verteilung der Produktionsfaktoren 
kann enststehen, wenn die Konkurrenz aufrechterhalten bleibt und durch die In- 
tegrationsplane noch geférdert wird. In vielen Fallen besteht jedoch keine Kon- 
kurrenz, und die Integrationsplane sind so gestaltet, dass der Wettbewerb zwischen 
den einzelnen Partnern eher unterbunden als geférdert wird. 

Der wichtigste Beitrag der Integration besteht in der Verwirklichung wirtschaft- 
licher Gewinne durch Verbesserung der Verteilung der Produktionsfaktoren. In- 
tegration an sich braucht nicht unbedingt die Investitionsaussichten zu verbessern 
oder das wirtschaftliche Wachstum zu férdern. Die Wirtschaftsstruktur der Ent- 
wicklungsgebiete, in denen Integrationsbestrebungen bestehen oder schon ver- 
wirklicht worden sind, hatsich durch diese Zusammenschliisse nicht wesentlich ver- 
bessert. Vielleicht wiirden sich dort weniger strenge Formen der Zusammen- 
arbeit als fruchtbarer erweisen. 


RESUME 


Cet article analyse les conséquences économiques de groupements obligatoires 
dans les régions en voie de développement. Les principaux plans d’intégration de 
ces derniéres années sont tout d’abord exposés, entre autres 1’ Union économique de 
l’Amérique centrale, la Zone de libre-échange de |’Amérique latine, les plans 
Nord-africain et Ouest-africain, la Ligue arabe, et le projet de l’Asie du Sud-est; 
l’étude porte sur la structure économique de ces régions. Le gain économique 
résultant de l’intégration est analysé en partant de la théorie de l’union douaniére 
d’une part, et des points de vue suivants d’autre part: 1° économie pondérée, 
2° amélioration des conditions d’échange, c’est-a-dire des «Terms of Trade» et de 
la stabilité des revenus de l’exportation, 3° répartition plus rationnelle des facteurs 
de production. 

En ce qui concerne les régions en voie de développement considérées, les résul- 
tats montrent que les plans régionaux existant n’ont pas amené le gain économique 
que I’on pourrait escompter selon la théorie de l’union douaniére. Les possibilités 
de créer des systeémes économiques pondérés sont limitées, les courbes des coiuts 
d’une grande partie de la production étant relativement peu inclinées. Aucun des 
plans ne permettrait d’améliorer sensiblement les «Terms of Trade», et la stabilité 
ne pourrait étre atteinte que par une réunion des revenus de l’exportation, solution 
difficile 4 réaliser. Une répartition plus rationnelle des facteurs de production peut 
intervenir, si la concurrence se maintient, et si les plans d’intégration la stimule 
encore. Or dans de nombreux cas, la concurrence est inexistante, et les plans d’in- 
tégration sont ainsi congus, que l’émulation entre les différents partenaires se trouve 
plutét génée qu’encouragée. L’apport le plus important de l’intégration consiste a 
réaliser des gains économiques par une meilleure répartition des facteurs de pro- 
duction. L’intégration ne doit pas forcément, en soi, améliorer les perspectives d’in- 
vestissement, ou favoriser la croissance économique. Dans les régions en voie de dé- 
veloppement ot des tentatives d’intégration sont envisagées, ou déja réalisées, la 
structure économique n’a pas été substantiellement améliorée. Des formes de co- 
opération moins rigides pourraient étre éventuellement plus fructueuses. 
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DAS VERHALTNIS VON STAAT 
UND WIRTSCHAFT IN DEUTSCHLAND 
AM BEGINN DER INDUSTRIALISIERUNG! 


Dass das Verhaltnis von Staat und Wirtschaft zu den Kernproblemen 
der Wirtschafts- und Sozialwissenschaften gehGrt, ist heute wohl un- 
bestritten. Auch wenn die reine 6konomische Theorie es oft noch aus- 
klammert, so gehért es doch unabdingbar zur angewandten Oko- 
nomie, die in Deutschland meist direkt Theorie der Wirtschafts- 
polttik genannt wird. Nicht ganz so unbestritten scheint mir die These 
zu sein, dass dieses Verhaltnis nicht nur heute, sondern zu allen 
Zeiten, in denen man iiberhaupt von «Staat» und « Wirtschaft» 
sprechen kann, das Wirtschaftsleben entscheidend gepragt hat — ist 
doch die Auffassung noch immer nicht ausgestorben, dass im 19. Jahr- 
hundert zumindest in England, Nordamerika und den fiihrenden 
Staaten des europdischen Kontinents die Regierung sich auf die 
Rolle eines Nachtwachters zuriickgezogen und gerade die wirtschaft- 
lichen Dinge ihrer eigenen Entwicklung iiberlassen habe. Im Ver- 
gleich sowohl zu den staatlichen Lenkungsmassnahmen des 20. Jahr- 
hunderts wie auch zu der voraufgehenden Epoche des Merkantilis- 
mus mit ihrer Praponderanz des staatlichen Willens erscheint das 
19. Jahrhundert dann als das Zeitalter der freien Wirtschaft, als die 
Verwirklichung der liberalen Okonomik, die seit dem Ausgang des 
18. Jahrhunderts die herrschende in Westeuropa geworden war. 
Diese Auffassung nicht grundsatzlich zu widerlegen — das ist wohl 
kaum méglich —, aber doch zu erschiittern und auf ihren richtigen 
Kern zuriickzufiihren, soll die Aufgabe der folgenden Ausfiihrungen 
sein. 


I 


Eine tiefer dringende Analyse von Staat und Wirtschaft miisste zu- 
nachst fragen, was unter diesem Begriffspaar zu verstehen sei. Beide 


1. Leicht veranderte Fassung eines Referats, das am 30. Juni 1960 im Sozio- 
logischen Seminar der Universitat Miinster gehalten wurde. Fiir kritische Be- 
merkungen dazu bin ich vor allem den Herren Professoren H. Scuetsky, H.J. SE- 
RAPHIM und H. LINDE sowie Herrn Dr. O. Neutou und Herrn Dr. H.J. TEuTeE- 
BERG verpflichtet. 
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Begriffe sind durchaus nicht so selbstverstandlich, wie sie uns er- 
scheinen mégen. Sie sind, worauf besonders Otro BRUNNER hinge- 
wiesen hat?, selbst Produkte der modernen Zeit, namlich der sich im 
17. und 18. Jahrhundert ausbildenden Staats- und Wirtschaftslehre. 
Die Staatstheoretiker der Neuzeit, die Merkantilisten und Kamera- 
listen, die Physiokraten und liberalen Theoretiker haben gleichzeitig 
mit der Ausbildung der modernen Flachenstaaten und ihrem als 
Volkswirtschaft zu bezeichnenden Wirtschaftskreislauf die Lehre 
vom Staat als einer eigenen, von Gesellschaft und Wirtschaft ge- 
trennten, den « Allgemeinen Willen» gleichsam rein verkérpernden 
Institution entwickelt, Gesellschaft und Wirtschaft aber als Gegen- 
begritTe dazu gepragt, die nun den staatsfreien Bereich verkorpern, 
in dem die Menschen sich unabhangig von der politischen Macht- 
bildung und -ausiibung assoziieren und dissoziieren. Noch bis ins 
17. Jahrhundert galten die alteren, in Griechenland gepragten Be- 
griffe der « Politik» als der Lehre von der Gesamtheit aller mensch- 
lichen Lebensadusserungen im 6ffentlichen Raum, also als gemein- 
same Grundlage von Staats-, Gesellschafts- und Volkswirtschafts- 
lehre, der «Okonomik» als der Lehre «vom Hause», d.h. als Be- 
tatigungsfeld des Menschen im kleinen Verband, und der «Chre- 
matistik», der eigentlichen Erwerbswirtschaftslehre. Erst seitdem 
begann die Okonomik sich zu einer Wirtschaftslehre schlechthin zu 
entwickeln, Chrematistik und Teile der alteren Okonomik in sich 
vereinend, und die « Politik» sich zu spalten in Staats- und Gesell- 
schaftslehre. 

Es ist hier nicht der Ort diese, iibrigens sehr vereinfachenden An- 
deutungen weiter zu verfolgen. Festgehalten sei nur, dass zu Beginn 
des 19. Jahrhunderts der «Staat» im modernen Verstande sowohl 
begrifflich als real in Europa geniigend ausgebildet war, um als etwas 
Eigenes, in sich Verstandliches, besonderen Gesetzen Gehorchendes 
begriffen werden zu kénnen, wahrend «Gesellschaft» und « Wirt- 
schaft» noch sehr viel vager bestimmt erscheinen, eine selbstandige, 
von Gesellschaft und Staat losgeléste Wirtschaft eigentlich nur in 
England existiert und gerade in Deutschland erst sich in Umrissen 


2. Siehe vor allem sein Adeliges Landleben und europdischer Geist. Leben und 
Werk Wo.tr HELMHARDS VON HoHBERG 1612-1688. Salzburg 1949, besonders 
S. 300 ff. und der Aufsatz « Das , ganze Haus‘ und die alteuropadische , Okonomik ‘ » 
in Neue Wege zur Sozialgeschichte. Vortrége und Aufsdtze. Géttingen 1956, S. 33 ff. 
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abzeichnet. Wahrend man also sagen kann, dass man unter Staat im 
Deutschland des 19. Jahrhunderts die einigen dreissig vom Wiener 
Kongress zu souveranen Herrschern erhobenen Fiirstenhauser mit 
ihrem Beamtenapparat und ihren teilweise schon in Verfassungen 
niedergelegten Rechten und Pflichten versteht, ist kaum genau zu 
definieren, was diesem einheitlichen Staatswillen nun an « Wirt- 
schaft» gegeniibertrat. Eigene Organisationsformen fir sie gab es 
noch kaum; sie wurden erst im Laufe des Jahrhunderts von West- 
europa tibernommen. Bisher war der Biirger in seiner Eigenschaft 
als Wirtschaftender ja in die altere Herrschaftsverfassung einge- 
ordnet. Der stadtische Handwerker oder Kaufmann zum Beispiel 
war als Zunftmitglied nicht etwa nur Mitglied eines Kartells oder 
Interessenverbandes — obwohl die Ziinfte auch solche Funktionen 
austibten —, sondern vor allem Angehoriger einer sozialen Gliederung 
der Stadt und Teilhaber am stadtischen Regiment. Oder der Land- 
mann war, je nach der Form seiner Freiheit oder Unfreiheit, Be- 
standteil jener grundherrschaftlichen Organisation, die zuerst eine 
durch lehnsrechtliche Beziehungen ausgedriickte Herrschaftspyra- 
mide darstellte, nicht so sehr Eigentiimer, Pachter oder Landarbeiter. 
Selbst der von den traditionellen Organisationsformen freie, privi- 
legierte Unternehmer des 18.Jahrhunderts besass seinen sozialen 
Status und sein wirtschaftliches Betatigungsfeld nur auf Grund einer 
direkten Beziehung zur « Herrschaft», zum Landsherrn. Dass seine 
«Freiheit» eine Exemtion von den allgemeingiiltigen Gesetzen, 
zum Beispiel den Zunftordnungen, darstellte, dass er unter Aus- 
nahmerecht stand, zeigt, wie wenig der wirtschaftende Biirger als 
solcher schon einen eigenen Status gefunden hatte. 

Es ist nun fiir die deutsche Geschichte von entscheidender Be- 
deutung gewesen, dass hier nicht wie in Frankreich das ganze Ge- 
flecht alterer Sozialformen in einem einzigen revolutionéren Akt 
aufgehoben, sondern nur langsam iiber mehr als ein Jahrhundert 
hinweg abgebaut wurde. Wenn es in dieser Entwicklung auch ein- 
zelne kraftige Schiibe gab — die Reformgesetze der napoleonischen 
Zeit, die der 48er-Revolution und schliesslich die von 1918/19 -, so 
bleibt das hervorstechende Kennzeichen in Deutschland doch das 
Uberleben Alterer, «feudaler» Elemente bis in unser Jahrhundert. 
Dazu gehoért aber die enge Verflechtung politischer, sozialer und 
wirtschaftlicher Formen. So kann zum Beispiel ein Bauer in einem 
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siiddeutschen Verfassungsstaat vor der 48er-Revolution, obwohl 
wahlberechtigt und wahlbar zum Landtag, einer typisch modernen 
Institution der Staatsverfassung, gleichzeitig der Polizeigewalt und 
niederen Gerichtsbarkeit eines Grund- oder Standesherrn unter- 
worfen sein; er zahlt dem Staat seine Grund- oder auch Gewerbe- 
steuer, dem Grundherrn ausserdem aber Abgaben, die aus der Insti- 
tution der Grund- oder Gerichtsherrschaft herriihren. Wer Biirger- 
meister, Pfarrer oder Lehrer in seinem Ort wird, bestimmt eben- 
derselbe Patronatsherr, oder zumindest behalt er ein Bestatigungs- 
recht. Auch der stadtische Handwerker bleibt, teilweise bis in die 
6oer Jahre, Mitglied seiner Zunft, die zwar ihrer politischen Funk- 
tionen entkleidet, in ihren sozialen und wirtschaftlichen beschrankt 
ist, trotzdem aber seine Bewegungsfreiheit hemmt, vor allem die 
Entwicklung seiner Werkstatte zu einer Fabrik behindert, weil er 
dazu der staatlichen Konzession, d.h. einer Ausnahmegenehmigung 
bedarf, die gerade dem ziinftlerischen Handwerker weniger leicht 
gewahrt wurde wie dem zunftfreien Kaufmann oder «standeslosen » 
Neubiirger®. 

Die Tatsache, dass in Preussen die Befreiungsgesetze der Reform- 
zeit solche Hemmungen fast vollig entfernten, hat zu der These ge- 
fiihrt, dass Preussen politisch zwar konservativ, wirtschaftlich aber 
liberal gewesen sei, wahrend Siiddeutschland sich politisch liberal, 
wirtschaftlich aber konservativ gezeigt habe*. Das stimmt, sofern 
man die statische Ordnung, die Staats- und Wirtschaftsverfassung 
betrachtet. Der Gegensatz lést sich aber auf, sobald man die dyna- 
mischen Faktoren betrachtet, d.h. die praktische Handhabung der 
Gewerbepolitik durch die Verwaltung und die allgemeine Politik der 
Regierungen. Hier zeigt sich namlich, dass die siiddeutschen Regie- 
rungen im Rahmen, den ihnen die Verfassungen setzten, politisch 
durchaus konservativ handelten, wahrend sie in wirtschaftlichen 


3. Dazu sieche die Beitrage von Orro BRUNNER, WoLFGANG ZorRN und 
Wo Fram Fiscuer iiber Osterreich, Bayern und Baden in dem Sammelband 
Staat und Gesellschaft im Vormarz in Deutschland, herausgegeben von Werner Conze 
(in Vorbereitung). 

4. Fir Preussen zuerst entwickelt von W. TREvE, Wirtschaftszustande und 
Wirtschaftspolitik in Preussen 1815-1825. Vierteljahrsschrift fiir Sozial- und Wirt- 
schaftsgeschichte, Beiheft 31, 1937. Allgemeiner gepragt von W. ConzeE, Staat und 
Gesellschaft in der friihrevolutionaren Epoche Deutschlands. In: Historische Zeit- 
schrift 186 (1958), S. 1-34. 
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Fragen ebenso wie die preussische Verwaltung zunehmend liberal 
dachten. Was dort in einem einzigen Akt der Gesetzgebung ge- 
schehen war, suchten die siiddeutschen Verwaltungen Schritt fiir 
Schritt nachzuholen, und in den sechziger Jahren haben sich die 
Grundsatze des wirtschaftlichen Liberalismus iiberall durchgesetzt — 
freilich nur fiir zwanzig Jahre, denn 1879 begann mit der wirt- 
schaftspolitischen Wendung Bismarcks, die sich in den Schutzzéllen 
ausdriickt, schon die Gegenbewegung, die auf einen grésseren Ein- 
fluss des Staates auf die Verfassung und Entwicklung der Wirtschaft 
hinsteuerte und die neben dem Schutz einheimischer Industrie- 
zweige oder der ostdeutschen Landwirtschaft gegeniiber auslandi- 
schem Wettbewerb u.a. auch die Wiedereinfiihrung der Hand- 
werksinnungen zur Folge hatte. 

Dieser Tendenz zur Wiedereinmischung des Staates in die Fragen 
der Wirtschaft kam der Assoziationsdrang der Wirtschaft selbst ent- 
gegen. Nachdem sie in ihren neuen Unternehmens- und Betriebs- 
formen relativ gefestigt erschien, suchte sie, freiwillige Verbande an 
die Stelle alterer Zwangskorporationen zu setzen, und schufim Laufe 
von wenigen Jahrzehnten eine Fiille von neuen Organisationen: die 
Berufsvereine, die wirtschaftspolitischen Interessenverbande, die so- 
zialpolitischen Arbeitgeberorganisationen, die Kartelle in ihren ver- 
schiedenen Spielarten, die Syndikate und Konzerne. Mit ihnen trat 
«die Wirtschaft» als solche, vor allem die neuerstandene Fabrik- 
industrie, selbstandig dem Staat als Partner gegeniiber, fordernd zu- 
meist, aber auch Hilfestellung gebend in allen Fragen, die der Staat 
fiir die Wirtschaft zu lésen hatte, handle es sich nun um Handels- 
gesetze, Wahrungs- oder Zollfragen, Schiffahrtsangelegenheiten oder 
Handelsvertrage. In den Handelskammern, die teils aus alteren Kor- 
porationen hervorgegangen waren, teils auf franzésischen Griindun- 
gen der napoleonischen Zeit beruhten, begegneten sich Staat und 
Wirtschaft sozusagen auf neutraler Ebene. Als staatlich gesetzte, 
regionale Zwangsinstitutionen, die die Interessen eines Wirtschafts- 
raumes nach freien Entschliissen wahrzunehmen hatten, vermittel- 
ten sie zwischen Staat und Wirtschaft, nahmen fiir diesen hoheit- 
liche Funktionen wahr und vertraten die Wiinsche jener auf legalem, 
institutionalisiertem Wege. 

Wie dieses neue Zusammenspiel von Staat und Wirtschaft zu- 
stande kam, mochte ich nun fiir die Periode des Ansatzes der Indu- 
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strialisierung, d.h. fiir Deutschland fiir den Zeitraum zwischen 1815 
und 1870, vorwiegend zwischen 1815 und 1848, an einigen Beispielen 
genauer zeigen. 


II 


Die Periode des Ansatzes (neuerdings von Rostow Take-Off ge- 
nannt)® ist besonders wichtig, weil die Formen, in denen sich der 
Ansatz der Industrialisierung vollzieht, fiir die weitere Ausbildung 
der industriellen Gesellschaft und Wirtschaft von entscheidender 
Bedeutung sind. Je nachdem, ob er auf einer reinen Agrargesellschaft 
oder auf einem starken gewerblichen Unterbau aufsetzt, ob er vor- 
wiegend binnenlandisch, d.h. ohne Hilfe von entwickelteren Lan- 


5. Die Frage der Periodisierung ist hier, wie immer in der Geschichte, schwie- 
rig und strittig. Wahrend Rostow die Periode des «Take-Off» fiir Deutschland 
mit 1850, friihestens 1840, beginnen lasst — vgl. dazu vor allem sein Buch The 
Stages of Economic Growth, Cambridge 1960, dt.: Stadien des wirtschaftlichen Wachs- 
tums, Gottingen 1960 —, neige ich, in Ubereinstimmung mit W.G. HorrMann, 
Stadien und Typen der Industrialisierung, Jena 1931, dazu, sie schon friiher, etwa 
1815, anzusetzen. Die Periode 1815-1848, auf die ich mich hier hauptsachlich 
beziehe, gehdért fiir Rostow wesentlich in das Stadium des « Pre-take-off». Viele 
der Erscheinungen, die hier abzuhandeln sein werden, besonders die starke 
Rolle der staatlichen Gewerbeférderung beim Beginn der Industrialisierung, 
sind in der Tat typische Merkmale jener unmittelbaren Vorbereitungszeit, die 
die Grundlagen fiir ein stetiges wirtschaftliches Wachstum mittels einer sich 
selbst vorantreibenden Industrialisierung legten. Wenn ich trotzdem daran 
festhalten méchte, in dieser Zeit auch schon die Ansatze der Industrialisierung 
selbst zu sehen, so deshalb, weil sich hier deutlich jene Formen, Methoden 
und Techniken ausbilden, die in der zweiten Jahrhunderthalfte dann sichtbar 
zur Industrialisierung Deutschlands gefiihrt haben. Andererseits méchte ich doch 
nicht so weit gehen wie W. O. HENpERsoN (The Genesis of the Industrial Re- 
volution in France and Germany in the 18th Century. In Kyklos IX, 1956, 
S. 190-207), der — gleich vielen anderen, vor allem Alteren deutschen Wirtschafts- 
historikern — die Industrialisierung selbst schon in der zweiten Halfte des 18. Jahr- 
hunderts aufsucht. Wenn man den Prozess der Mechanisierung als das entschei- 
dende Merkmal der Industrialisierung ansieht, ist das 18. Jahrhundert in Deutsch- 
land eindeutig «Vorgeschichte». (Vgl. dazu meinen Aufsatz « Ansatze zur Indu- 
strialisierung in Baden 1770-1870». In: Vierteljahrsschrift fiir Sozial- und Wirt- 
schaftsgeschichte 47, 1960, S. 186-231.) Meine Auffassung deckt sich im wesent- 
lichen mit der J. H. CLapHams, The Economic Development of France and Germany 
1815-1914, Cambridge, 1. Aufl. 1921, und D. S. Lanpes’, Technological Change 
and Economic Development in Western Europe 1750-1870. In: The Cambridge 
Economic History (ed. M. M. Postan and H. J. Habakkuk), vol. VII (1960). 
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dern durchgefiihrt wird oder im Rahmen der Weltwirtschaft vor sich 
geht, ob er den wirtschaftenden Kraften selbst iiberlassen bleibt oder 
vom Staat initiiert wird, ob er explosive Formen annimmt - sei es 
infolge Bevélkerungsdruckes oder politischen Ehrgeizes oder tiber- 
lange aufgestauter Energien — oder in gemachlicher Evolution dahin- 
schreitet: je nachdem werden sich Tempo und Ausmass, auch Rich- 
tung und Organisationsform der Industrialisierung unterscheiden. 
Die 6konomische Theorie hat dafiir verschiedene Wachstums- und 
Industrialisierungsmodelle entwickelt®. Soweit sie das Ganze des 
Prozesses im Auge haben, vergessen sie nicht, unter die Faktoren des 
Wachstums auch den Staat einzureihen. Umstritten bleibt jedoch, 
welche Rolle man ihm zubilligt. Es mag fiir die angelsachsische Form 
des industriellen Wachstums bezeichnend sein, dass in den englisch- 
sprachigen Lehrbiichern « The réle of government» meist an letzter 
Stelle steht. Man vergisst ihre Bedeutung durchaus nicht, aber zuvor 
kommen alle die anderen natiirlichen, technischen, sozialen und 
wirtschaftlichen Faktoren wie Bodenschatze, Bevélkerungsdruck, 
Arbeitskraftepotential, Kapitalformation, Unternehmertum und 
technischer Wandel, Konsumfragen, Wanderungsbewegungen und 
auch die sogenannten kulturellen Faktoren wie die religidsen Ver- 
haltensnormen, der Bildungsstand usw.’. 

Wer von kontinental-europdischen Verhaltnissen ausgeht, wird 
dem Staat als Faktor der Industrialisierung eine weit gréssere, jeden- 
falls friihere (zeitlich sowohl wie funktional friihere) und auch tiefer 
eingreifende Rolle zuweisen. Insofern kann gerade das Beispiel der 
Industrialisierung Zentraleuropas fiir heutige aktuelle Fragen der 


6. Eine gute zusammenfassende Darstellung dieser vorwiegend von der angel- 
sachsischen Okonomie entwickelten Modelle gibt S. KLatr, Zur Theorie der Indu- 
strialisierung. Hypothesen iiber die Bedingungen, Wirkungen und Grenzen eines 
vorwiegend durch technischen Fortschritt bestimmten wirtschaftlichen Wachs- 
tums. Kéln und Opladen 1959. 

7. Typisch dafiir etwa: H. F. WiLtiiaMson und J. A. Butrrick, Economic De- 
velopment. Principles and Patterns, New York 1954, oder G. M. MEtER und R. E. 
BaLpwin, Economic Development. Theory, History, Policy, New York 1957. Weniger 
ausgepragt bei dem iiberhaupt weniger theoretisch denkenden W. A. LEwis, 
The Theory of Economic Growth, London 1955 (deutsche Ubersetzung, Tiibingen 
und Ziirich 1956). Ein Gegenbeispiel ist die Studie von J. U. Ner, War and 
Human Progress. An Essay on the Rise of Industrial Civilization, Cambridge/ 
Mass. 1950. 
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Entwicklungslander weit interessanter sein als das klassische Beispiel 
Englands, das sich eigentlich als einziges Land ganz aus eigener Kraft 
zum Industriestaat wandelte, wahrend iiberall sonst in der Welt, vor 
allem in dem traditionsgebundeneren Mittel- und Osteuropa schon 
im 19. Jahrhundert nicht nur fremde Hilfe in Anspruch genommen 
werden musste, sondern auch spezifische, in traditionellen Ver- 
haltensnormen und Wirtschaftsweisen liegende Hemmnisse zu iiber- 
winden waren, die in England in einem sehr langen Prozess der 
Liberalisierung des Landes, d.h. der Wandlung in Richtung auf eine 
«open society», bereits vor dem Einbruch der technischen Revolu- 
tion weithin abgebaut worden waren. Hier ging der technischen Re- 
volution die wirtschaftliche, soziale und politische Evolution vor- 
aus® und machte die Einfiihrung neuer Produktionsmethoden gleich- 
sam zu einem «natiirlichen» Prozess, wahrend in den heutigen Ent- 
wicklungslandern die Technik des 20. Jahrhunderts oft in eine 
geschlossene, «mittelalterliche», unvorbereitete Gesellschaft ein- 
bricht. 

Kontinentaleuropa nimmt so eine Mittelstellung ein. Es kennt 
weder eine Industrialisierung aus sich selbst heraus noch das iiber- 
stiirzte Nachholen langer technischer und sozialer Entwicklungen, 
das sich meist im Uberspringen notwendiger Zwischenglieder 
aussert. Deutschland insbesondere hatte zwar eine fiihlbare Liicke 
zu England, auch zu Belgien, Teilen von Frankreich oder der 
Schweiz zu schliessen, aber es befand sich nicht so hoffnungslos im 
Riickstand, dass es seine simtlichen Traditionen iiber Bord werfen 
musste, wollte es den Anschluss finden. Man kann vielleicht sagen, 
dass es nur der starkeren Nachhilfe des Staates bedurfte, um im Ver- 
laufe von zwei bis drei Generationen den Vorsprung Englands auf- 
zuholen. Das aber blieb durchaus im Rahmen des Herkémmlichen; 


8. In manchen Regionen Kontinentaleuropas, zum Beispiel in Flandern, im 
Niederrheingebiet, in den Hansestadten oder in der éstlichen Schweiz, ist Ahn- 
liches zu beobachten, weshalb hier die Industrialisierung friiher einsetzte und 
im wesentlichen ohne Staatshilfe voranging. (Vgl. etwa W. BopMER, Schweizerische 
Industriegeschichte, Die Entwicklung der schweizerischen Textilwirtschaft im Rahmen der 
iibrigen Industrien und Wirtschaftszweige, Ziirich 1960.) Fiir diese Regionen treffen 
die nachfolgenden Bemerkungen daher nur sehr bedingt zu. Sie gelten jedoch fiir 
den weitaus gréssten Teil Deutschlands (und auch Osterreichs), nicht etwa nur 


fiir das éstliche Preussen. 
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es war ohne politische, soziale und wirtschaftliche Revolution zu 
bewaltigen, und deshalb konnte das hochindustrialisierte Deutsch- 
land der Jahrhundertwende dem westlichen Beobachter trotz seiner 
technischen und wirtschaftlichen Erfolge in seiner sozialen und poli- 
tischen Verfassung als riickstandig erscheinen. Um es iiberspitzt zu 
sagen: Deutschland war zwar industrialisiert, nicht aber liberali- 
siert und demokratisiert worden. Am deutschen Beispiel (wie iibri- 
gens auch an dem des vorrevolutionaéaren Russlands und Japans) 
mag zuerst die Erkenntnis erwachsen sein, dass diese drei Prozesse, 
die in England parallel gelaufen waren, nicht notwendig zusam- 
mengeho6ren, dass die Industrialisierung auch unter den Bedingungen 
einer nicht-liberalen Wirtschaft und eines nicht-demokratischen 
Staates zu erreichen sei. Diese Erkenntnis aber musste grundlegend 
werden fiir die iibrige Welt, als sie sich unter den veranderten Ver- 
haltnissen des 20. Jahrhunderts nun ebenfalls an die Nachholung 
des Industrialisierungsprozesses machte und damit das wirtschaft- 
liche Wachstum zu institutionalisieren begann, weil allein ein regel- 
miassiges Wachstum die mit Bevélkerungsvermehrung, geistiger und 
politischer Emanzipation der kolonialen Vélker verbundenen Pro- 
bleme zu lésen vermag. 

Es mag tiberraschen, wenn hier angedeutet wird, die Industriali- 
sierung Deutschlands sei unter nicht-liberalen Bedingungen vor sich 
gegangen. War nicht das wilhelminische Deutschland ein vollgiil- 
tiger Partner der liberalen Weltwirtschaft des spaten 19. und friithen 
20. Jahrhunderts? Hielt es sich nicht an die von diesem System ent- 
wickelten Spielregeln wie freien Giiter-, Geld- und Menschenver- 
kehr, Goldstandard und Vertragsfreiheit? Waren seine grossen 
Industrien, Banken und Landgiiter nicht in Privatbesitz? Enthielten 
sich nicht Reich und Bundesstaaten aller lenkenden Eingriffe in den 
Wirtschaftsablauf? Waren nicht die Arbeiter von aller Form der 
Mitbestimmung ausgeschlossen, lediglich passive Partner der be- 
stimmenden Unternehmerschaft? Das alles ist richtig, und doch er- 
kennt man bei genauerem Zusehen, dass der Obrigkeitsstaat in 
Deutschland nicht verschwunden war, dass Reste von Bevormun- 
dung des Biirgers blieben, dass aber, um es positiv zu wenden, der 
Staat auch die ordnungssetzende Macht geblieben war, die um des 
Allgemeinwohls und auch der Staatsrison willen sich nie so weit von 
der Wirtschaft entfernt hatte, dass es ihm nicht méglich gewesen 
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ware, im Ernstfall ihre Weichen zu stellen®. Kaufte doch Preussen 
seit den fiinfziger Jahren private Eisenbahnen auf, um iiber dieses 
wichtigste Netz der «Infrastruktur» fiir den Kriegsfall verfiigen zu 
konnen und begann es doch aus den gleichen Griinden zu Beginn des 
20. Jahrhunderts wieder private Kohlengruben in Besitz zu nehmen, 
um einen geniigend grossen Riickhalt in der Grundstoffindustrie zu 
haben. 

Aber wichtiger als diese spaten Erscheinungen, die als Reaktionen 
auf zu grosse Liberalisierung oder als Ausfluss eines imperialistischen 
Machtwillens gedeutet werden kénnen, sind fiir unseren Zusam- 
menhang die Formen der staatlichen Aktivitat zu Beginn der Indu- 
strialisierung in der ersten Halfte des Jahrhunderts, ehe sich der wirt- 
schaftliche Liberalismus wenigstens fiir zwei bis drei Jahrzehnte voll 
Bahn gebrochen hatte. Diese sind nun so mannigfaltiger Natur, dass 
sie hier nur im Uberblick aufgezahlt werden konnen. 


III 


Es waren im wesentlichen vier Funktionen, die der Staat, besser die 
Regierungen, im Verhaltnis zur Wirtschaft ausiibten’®: 


1. Der Staat als Gesetzgeber 
a) Die Reform der Gewerbe- und Handelsgesetze 
b) Der Beginn einer Patentgesetzgebung 
c) Die Ausarbeitung einer Zoll- und Steuergesetzgebung 


2. Der Staat als Administrator 

a) Finanzpolitik, besonders Steuer- und Zollpolitik 

b) Allgemeine Wirtschaftspolitik, insbesondere Gewerbeférde- 

rung und gewerbliches und technisches Schulwesen 

c) Der Ausbau der «Infrastruktur» (Strassen, Kanile, Briicken, 

Eisenbahn) 

g. Vgl. dazu jetzt auch F. Factus, Wirtschaft und Staat. Die Entwicklung der 
staatlichen Wirtschaftsverwaltung in Deutschland vom 17. Jahrhundert bis 1945 
(Schriften des Bundesarchivs 6), Boppard am Rhein 1959. 

10. Im folgenden fiihre ich Gedankengange fort, die ich zuerst in einem 
Referat «Government Activity at the Beginning of Industrialization in Germany 
1815-1870» fur die Jahreskonferenz der International Economic Association, 


Konstanz, September 1960, entwickelt habe. Es wird in den « Papers and Pro- 
ceedings of the Annual Conference of the 1£A, 1960» gedruckt werden. 
g Ss) g 
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3. Der Staat als Unternehmer 
a) Land- und forstwirtschaftliches Eigentum 
b) Bergwerks- und Industrieeigentum 
c) Staatliche Banken und Versicherungsgesellschaften 


4. Der Staat als Konsument 
a) Bedarf von Hof und Verwaltung 
b) Militarbedarf 
c) Bedarf fiir die Entwicklung der Infrastruktur 


Dass der Staat als Gesetzgeber in die Ordnung und den Ablauf der 
Wirtschaft eingreift, mag als seine «natiirlichste» Funktion ange- 
sehen werden, die ihm iiberall und zu allen Zeiten zukommt. In 
unserem Falle ist diese Tatigkeit allerdings von grundsatzlicher, teil- 
weise revolutionarer Natur. Denn gerade die ersten beiden Drittel 
des 19. Jahrhunderts sind es, in denen die altere obrigkeitlich-genos- 
senschaftliche Gewerbeverfassung abgelést wird durch eine Ge- 
werbeordnung, die nicht mehr auf dem Prinzip der Solidaritat, son- 
dern der Konkurrenz beruht. Diese Gewerbeordnung ist freilich sehr 
viel komplizierter als es das Schlagwort von der Gewerbefreiheit 
verrat. Sie findet sich, wenn man Deutschland als Ganzes betrachtet, 
in sehr vielen Abstufungen, manchmal bis zur Unkenntlichkeit mit 
Restbestinden alterer Ordnungen vermischt. So total, wie sie im 
ersten Anlauf der Reformzeit geplant war, wurde sie nicht einmal 
iiberall in Preussen verwirklicht, und auch dort begann in den vier- 
ziger Jahren schon wieder eine Gegenbewegung, die zu einer Ein- 
schrankung der Gewerbefreiheit fiihrte. In den anderen deutschen 
Staaten war aber das Prinzip der Gewerbefreiheit mit wenigen Aus- 
nahmen nie rein angestrebt, geschweige denn verwirklicht worden. 
Man fiirchtete sie, das franzésische und das preussische Beispiel vor 
Augen, sogar und zog es vor, stiickweise und langsame Reformen 
anzusetzen. Einzelne Staaten wie Hamburg, Bremen, Kurhessen 
oder Hannover widerriefen sogar ausdriicklich die Gesetze der napo- 
leonischen Ara?!, 


11. Sieche u.a. K. v. RonRscHeEIpt, Vom Zunftzwange zur Gewerbefretheit. Berlin 
1898. H. ROHL, Beitrdge zur preussischen Handwerkerpolitik vom Allgemeinen Landrecht 
bis zur Allgemeinen Gewerbeordnung 1845. Rechts- und soziaiwissenschaftliche For- 
schungen, Bd. 17, Leipzig 1900. P. Horster, Die Entwicklung der sdchsischen Ge- 
werbeverfassung (1780-1861). Diss. Heidelberg 1908. W. Fiscner, Handwerksrecht 
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Ahnlich stand es mit der Entwicklung einer Patentgesetzgebung. 
Auch hier waren es nur die drei wichtigsten Industriestaaten in 
Deutschland, Preussen, Sachsen und Osterreich, die erkannten, dass 
das altere Patentwesen, das kommerzielle und technische Privilegien 
nicht unterschied, abgelést werden miisse durch ein Gesetz, das auf 
dem Prinzip des Schutzes des geistigen Eigentums an der technischen 
Neuerung beruhe. Die meisten Staaten des Zollvereins haben ein 
eigenes Patentgesetz nicht erlassen, sondern nur Verwaltungsgrund- 
satze ausgesprochen, nach denen sich die Beh6rden zu richten hatten. 
Preussen aber behielt in seinem Gesetz, im Gegensatz zu Sachsen 
und Osterreich und im Gegensatz auch zu den westlichen Nationen, 
der staatlichen Verwaltung eine Schliisselfunktion bei der Patent- 
verleihung vor. Indem eine Behérde, die Technische Deputation ftir 
Gewerbe, die Patentvertrage nicht nur zu registrieren, sondern ihre 
Patentwiirdigkeit zu priifen hatte, bestimmte der Staat, nicht die 
Konkurrenz der Erfinder, wer eines Schutzes wiirdig sei!*. 

Dass die Zollgesetzgebung des friihen 19. Jahrhunderts die wirt- 
schaftlichen Verhaltnisse zu revolutionieren geeignet war, ist schon 
lange erkannt worden. Das preussische Zollgesetz von 1818, auf dem 
dann das System des Zollvereins aufbaute, machte zum erstenmal 
in Mitteleuropa mit dem Prinzip ernst, Zélle nur an der Landesgrenze 
zu erheben, binnenwirtschaftlich aber Freiziigigkeit zu gestatten. 
Jetzt erst wurde die Ausbildung einer wirklichen Volkswirtschaft 
mdglich. So selbstverstandlich uns das heute ist, fiir das Deutschland 


und Handwerkswirtschaft um 1800. Studien zur Sozial- und Wirtschaftsverfassung 
vor der industriellen Revolution. Berlin 1955. 

12. Zur preussischen Handhabung siehe Recranus, Die Preuss. Patentgesetz- 
gebung von 1796 bis zur Reichsgesetzgebung. In: Zeitschrift des VDI 78 (1934), 
S. 657ff. Neuerdings I. Mrecx, Merkantilismus und Liberalismus in der preussischen 
Gewerbepolitik von 1815-1844 unter bes. Beriicksichtigung Berlins. Diss. FU, Berlin 1957 

Maschinen ~hrift), S. 64 ff. Uber Bayern, wo die Patentgesetzgebung unter dem 
ritel «Gewerbsprivileg» ein Teil der Gewerbeordnung blieb, vgl. R. Gries- 
BACHER, Die Entstehung des gewerblichen Urheberrechts in Bayern von der Zeit des Privilegs 
bis zur Reichsgesetzgebung. Jur. Diss. Erlangen 1948 (Maschinenschrift). Bayern 
kannte urspriinglich keine Vorpriifung, ging aber 1853 nach preussischem Vor- 
bild dazu tiber (Griesbacher, S. 27 und 74ff.). Ein Beispiel fiir die Kleinen Zoll- 
vereinsstaaten findet sich in dem Abschnitt « Patentgesetzgebung und Patent- 
verleihung» in meiner Heidelberger Habilitationsschrift «Der Staat und die 


Anfange der Industrialisierung in Baden 1800-1850», Berlin 1961. 
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an der Wende des 18. und 19. Jahrhunderts war es ein Bruch mit 
aller Tradition. Hier zogen die anderen deutschen Staaten fiir den 
Bereich ihres Territoriums schnell nach. Die Beseitigung aller 
binnendeutschen Zélle brauchte aber noch zwei Drittel des Jahr- 
hunderts. Erst einige Jahre nach der Griindung des Deutschen Rei- 
ches wurde das kleindeutsche Zollsystem durch den Beitritt der 
Hansestadte Hamburg, Bremen und Liibeck vollstandig?*. 

Inzwischen hatten die deutschen Regierungen in ihrer Funktion 
als Verwaltungsbehérden freilich das Zollsystem ebenso wie das 
Steuersystem in mannigfacher Weise zur Férderung der Wirtschaft 
des Landes benutzt. Die Erhéhung oder Erniedrigung einzelner Zoll- 
positionen gehérte ebenso zu dem standigen Tagesordnungspunkt 
der Zollvereinsverhandlungen wie die Gewahrung von Ausnahmen 
an einzelne Unternehmer zu dem taglichen Geschaft der Finanz- 
verwaltungen. Lange Zeit wurde zum Beispiel die Einfuhr von aus- 
landischen Maschinen zollfrei gestattet, um die Konsumgiiterin- 
dustrie der Zollvereinsstaaten zu fordern, und als diese Regel nach 
dem Protest der sachsischen und preussischen Maschinenfabriken 
auf das Betreiben ihrer Regierungen aufgehoben wurde, nahmen die 
siiddeutschen Staaten den Zollverlust, den eine Weitergewahrung 
der Vergiinstigung an ihre Fabrikanten kostete, auf eigene Rech- 
nung?!*, 

Unendlich reichhaltig waren die Mittel der allgemeinen Wirt- 
schaftspolitik, auf das Gedeihen der Wirtschaft des Landes Einfluss 
zu nehmen. Verpént wurden freilich von den liberal gesinnten Ver- 
waltungen mehr und mehr die Mittel des Merkantilstaates, die 
direkte Subvention oder Privilegierung einzelner Unternehmer, ob- 
wohl auch sie noch bis weit ins 19. Jahrhundert selbst bei so liberal 
gesinnten Regierungen wie der preussischen oder badischen vor- 
kamen!®, Aber alle anderen Mittel, wie die Bereitstellung von Kre- 


13. W. O. Henperson, The Zollverein. 2. Aufl. London 1960. W. FiscHer, 
The German Zollverein. A Case Study in Customs Union. In: Kyklos XIII (1960), 
S. 65-89. 

14. Beispiele fiir Preussen siehe bei I. Mircx, Merkanttlismus und Liberalismus..., 
S. 88ff.; fiir Suddeutschland bei W. FiscHer, Der Staat und die Anfange der Indu- 
strialisierung in Baden, S. g6 ff. 

15. Beispicle wiederum bei I. Mircx, ebenda S.91 ff. und 129 ff.; W. Fiscner, 
ebenda S. 147 ff. 








350 WOLFRAM FISCHER 


diten, die Garantie von Zinsen, die Ausleihe von Maschinen, die 
Gewahrung von Stipendien, die Empfehlung neuer Verfahrens- 
weisen, ja selbst die Vermittlung auslandischer Fachkriafte, blieben 
erhalten und wurden weiter ausgebaut. Preussen fihrte fiir seine 
Industrie sogar eine amtliche Industriespionage durch. Vor allem 
entwickelten die Staaten nun eine Reihe von Institutionen zur Ge- 
werbeférderung, die ein wichtiger Bestandteil jedes industrialisierten 
Landes werden sollten. Hier ist zu denken an den Ausbau des ge- 
samten Schulwesens, besonders aber des gewerblichen und tech- 
nischen Mittelteils. Gewerbe- und Handelsschulen, das Polytechni- 
kum und spater die Technische Hochschule gehéren hierher. Sie 
haben sehr wesentlich zu dem spater so schnellen Aufbau der deut- 
schen Industrie beigetragen. Beriihmte Industrielle und Erfinder, wie 
Aucust Borsic, FERDINAND SCHICHAU und GOTTFRIED DAIMLER, sind 
ohne die Hilfe, die sie als kleine Handwerksgesellen in diesen Schulen 
fanden, nici zu denken. Vor allem aber bekam hier die namenlose 
Mittelschicht der Ingenieure und Kaufleute zum grossen Teil ihre 
berufliche Fortbildung. Dann sind die technischen Beratungsbe- 
hérden zu nennen, die besonders in Preussen und Wiirttemberg 
einen grossen Einfluss auf die industrielle Entwicklung des Landes 
nahmen: das Gewerbeinstitut in Berlin unter Beuth (seit 1821) und 
die Zentralstelle fiir Handel und Gewerbe in Stuttgart (seit 1848) !°. 

Welchen Einfluss der Ausbau des Strassen- und Kanalsystems auf 
den Einsatz der Industrialisierung hatte, ist meines Wissens bisher 
noch nicht annahernd eingeschatzt worden. Erst wenn man be- 
denkt, welches Problem die Entwicklung der Infrastruktur fiir die 
Entwicklungslander heute bedeutet, kann man ermessen, welche 
Vorarbeit der Staat auch im 18. Jahrhundert in Europa schon ge- 
leistet hatte und welche Hilfe er das ganze 19. Jahrhundert ganz 
selbstverstandlich der Wirtschaft bei der Fortentwicklung des Ver- 


16. Ausser den obengenannten Arbeiten siehe dazu u.a. H. J. SrrauBe, Die 
Gewerbeférderung Preussens in der ersten Halfte des 19. Jahrhunderts mit besonderer Be- 
riicksichtigung der Regierungsmassnahmen zur Férderung der Industrie durch Erziehung und 
Fortbildung. Diss. TH, Berlin 1933; W. O. HENDERSON, The State and the Industrial 
Revolution in Prussia 1740-1870. Liverpool 1958; I. Bopr, Die staatliche Gewerbe- 
forderung im Kénigreich Sachsen. Diss. Erlangen 1914; L. ViscHer, Die industrielle 
Entwicklung im Kénigreich Wiirttemberg und der Anteil der Zentralstelle fiir Gewerbe und 
Handel daran. Stuttgart 1875; P. S1zBERTz, Ferdinand von Steinbeis. Ein Wegbereiter 
der Wirtschaft. Stuttgart 1952. 
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kehrsnetzes gab. Im Unterschied zu England, wo auch dies vielfach 
der Initiative privater Gesellschaften iiberlassen blieb, war der 
Strassenbau in Deutschland von jeher Sache des Staates und der 
Kommunen. Zugegeben, dass den Staat dabei oft nichtwirtschaft- 
liche, zum Beispiel militarische Zwecke leiteten, der Effekt war jeden- 
falls auch wirtschaftlicher Natur, und es gehért durchaus zu den 
altesten Traditionen der deutschen Territorialstaaten, ihr Land dem 
Verkehr zu erschliessen. Wie wichtig das fiir die Entwicklung von 
Handel und Gewerbe auch im 19. Jahrhundert war, zeigt die Tat- 
sache, dass der Bau von Umgehungsstrassen das letzte und sicherste 
Mittel Preussens beim Anschluss seiner kleinen Nachbarn an sein 
Zollsystem war. Wenn alle Versprechungen und Drohungen nichts 
niitzen, der Strassenbau half dem Widerstand schnell ab, denn er 
drohte dem kleinen Staat die fiir ihn zentralen Zolleinnahmen zu 
entziehen'’, 

Es widerspricht dieser Tradition scheinbar, wenn die meisten 
deutschen Staaten den Eisenbahnbau, den wichtigsten und revolu- 
tionarsten Teil des Verkehrsnetzes, privaten Gesellschaften iiber- 
liessen. Doch abgesehen davon, dass einzelne Staaten, zum Beispiel 
Baden, auch den Eisenbahnbau von Anfang an in staatliche Regie 
nahmen, war der Staat auch in den anderen Landern nicht so unbe- 
teiligt, wie es den Anschein haben mag. Nicht nur dass er die Kon- 
zessionen zu vergeben hatte und damit den entscheidenden Einfluss 
auf die Trassierung ausiibte: er setzte den Gesellschaften auch sonst 
Auflagen im Allgemeininteresse und beteiligte sich, wenn ndtig, 
finanziell. 1849-1851 war die preussische Regierung an fiinf Eisen- 
bahngesellschaften mit iiber fiinf Millionen Talern beteiligt. Zur 
gleichen Zeit baute sie auf eigene Rechnung vier neue Linien. 
Schliesslich verstaatlichten fast alle deutschen Staaten ihre Bahnen 
zu einem Zeitpunkt, an dem an eine allgemeine Verstaatlichung 
noch nicht zu denken war?®, 


17. W.O. Henpverson, The Zollverein, S.55, 75 ff. 

18. Die beste Darstellung, auch der friiheren preussischen Eisenbahnpolitik, 
gibt W. O. HENDERSON im dritten Teil seines Buchs The State and the Industrial 
Revolution in Prussia unter dem Titel: «The State and the Railways 1815-1870». 
Dort auch weitere Literatur. Fiir Baden als Beispiel einer von Anfang an staats- 
eigenen Eisenbahn siehe A. KunTzEMULLER, Die badischen Eisenbahnen. 2. Aufl. 
Karlsruhe 1953. 
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Dass der Staat mit Hilfe von wirtschaftlichem Eigentum, vor allem 
sogenannten Pionierunternehmungen die Industrialisierung eines 
Landes bestimmen kann und soll, gehért heute zu den allgemein 
anerkannten Grundsatzen der Nationalékonomie — auch fiir die 
Gegner einer Verstaatlichung der ganzen Wirtschaft. In Deutsch- 
land bedurfte es keiner solchen grundsatzlichen Erkenntnis, da sich 
die deutschen Staaten iiberall im Besitz betrachtlicher Teile des 
Nationalvermégens, nicht nur an Landbesitz, sondern auch an Ge- 
werbeunternehmen befanden!*. Das beruht auf der alteren Herr- 
schaftsstruktur, die die Nutzung etwa der Bodenschatze dem Landes- 
herrn als Regalien vorbehielt und die das private Eigentum des 
Fiirsten nicht von dem staatlichen getrennt hatte. Bei der Aufglie- 
derung des Vermégens zwischen Herrscherhaus und Staat zu Beginn 
des 19.Jahrhunderts waren die meisten der fiirstlichen Unterneh- 
mungen dem staatlichen Bereich zugeordnet worden, und so ver- 
fiigten denn die Finanzministerien der meisten Lander iiber einen 
reichen Besitz besonders an Salinen, Berg- und Hiittenwerken, 
Hammer- und Pochwerken, Geschiitzgiessereien, Blaufarbenwer- 
ken, Porzellan- und Tuchmanufakturen. Wenngleich die Tendenz 
vorherrschte, einen méglichst grossen Teil davon abzustossen oder 
zu verpachten, blieb in Wirklichkeit doch das Staatsvermégen nahe- 
zu ungeschmilert, da es oft nicht nur unméglich war, die Werke an 
Private zu verkaufen, sondern Neuerwerbungen und Neugriin- 
dungen von staatswegen oder mit staatlicher Beteiligung aus den 
verschiedensten Griinden nétig wurden. Einzelne Regierungen bzw. 
beauftragte Beamte schufen und leiteten derartige Unternehmen 
durchaus in dem Bewusstsein, damit dem industriellen Biirgertum 
ein Vorbild zu geben oder Industriezweige einzufiihren, die aus 
privater Initiative nicht oder unvollkommener eingefiihrt worden 
waren. So hat der Leiter der Preussischen Seehandlung in den 
dreissiger und vierziger Jahren eine ganze Reihe von Fabriken 
in entlegenen Teilen des Landes gegriindet oder sich an der Griin- 
dung beteiligt, um neue industrielle Regionen zu schaffen oder 
strukturelle Erwerbslosigkeit zu beseitigen. Die Mittel, die die 


19. So kam um die Mitte des 19. Jahrhunderts ein Fiinftel der preussischen 
Kohlenproduktion, 84°, des von Kokshochéfen produzierten Roheisens und 82% 
des Salzes aus staatseigenen Werken. W. O. HENDERSON, The State and the In- 
dustrial Revolution in Prussia, S. XVITf. 
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Seehandlung dafiir aufwandte, belaufen sich auf viele Millionen 
Taler®. 

Die Tatigkeit der Seehandlung unter CHRISTIAN VON ROTHER ist 
zudem das hervorragendste Beispiel staatlicher Betatigung auf dem 
Gebiet des Bank- und Finanzierungswesens in der ersten Hialfte des 
19. Jahrhunderts in Deutschland. Urspriinglich war die Aufgabe 
dieser 1772 durch FRIEDRICH DEN GRossEN ins Leben gerufenen An- 
stalt die Verwaltung der Staatsschulden gewesen. Wahrend der 
napoleonischen Jahre hatte sie vor allem bei der Aufbringung der 
Kriegskosten zu helfen. Danach aber begann sie ein zweites Haupt- 
aufgabengebiet zu itibernehmen, das man heute als das einer Ent- 
wicklungsbank bezeichnen kann. Mit einer dynamischen Unter- 
nehmerpersonlichkeit an der Spitze trat sie tiberall auf, wo die wirt- 
schaftliche Entwicklung grossziigige Hilfe brauchte. So fiihrte sie 
in den zwanziger Jahren den Bau von einigen 600 Meilen Chaussee 
in eigener Regie durch und beschaftigte dafiir 1825 gegen 15000 
Mann. Obwohl er dem Eisenbahnbau erst opponierte, kaufte von 
RortHER schliesslich fiir einige Millionen Taler Eisenbahnanteile. 
Um den Handel vor allem mit den schwer ringenden westfalischen, 
sachsischen und schlesischen Leinen zu unterstiitzen, richtete er Wa- 
renhauser in Stettin und New York ein und charterte Schiffe der 
Amerika- und Fern-Ost-Route. In den vierziger Jahren verkehrten 
zwei Segler, die der Seehandlung gehorten, regelmdssig zwischen 
Hamburg, Indien, China, Brasilien und Westindien. Vor allem aber 
richtete die Seehandlung ihr Augenmerk auf die Entwicklung der 
Fabrikindustrie selbst. Schliesslich reformierte vON ROTHER, nach- 
dem er 1837 neben der Seehandlung auch noch die K6nigliche Bank 
in Berlin iibernommen hatte, das preussische Banksystem. 1846 
wandelte er die K6nigliche Bank in die Bank von Preussen um, eine 
moderne Zentralbank, die die Vorlauferin der Reichsbank von 1875, 
wurde?!, 

Auch der Einfluss, den der Staat als Konsument auf die wirt- 
schaftliche Entwicklung iibte, darf nicht unterschatzt werden. In 
friiheren Jahrhunderten waren dadurch ganze Industriezweige, be- 


20. I. Mreck, Merkantilismus und Liberalismus in der preussischen Gewerbepolitik 
1815-1844, besonders S. 128ff.; W.O. HENpERson, The State and the Industrial 
Revolution in Prussia 1740-1870, besonders S. 59 ff., g6ff., 119 ff. 

21. W. O. HENDERSON, ebenda S. 140 ff. 
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sonders Luxuswarenindustrien wie Porzellanmanufakturen usw. 
entstanden. Im 19. Jahrhundert trat der Bedarf des Militars in den 
Vordergrund, der schon friiher etwa zur Einrichtung staatlicher 
Eisen- und Geschiitzgiessereien gefiihrt hatte. Der Aufstieg des 
Hauses Krupp im Zusammenhang mit der Entwicklung der preussi- 
schen Militarmacht ist weltbekannt geworden und braucht hier nur 
erwahnt zu werden??. Fiir die Grundstoffindustrien ist aber auch der 
Einfluss nicht zu unterschatzen, den Strassen, Kanal- und Eisen- 
bahnbau ausiibten. Er lasst sich am besten da verfolgen, wo auch die 
Eisenbahnen staatlich waren, so in Baden. Zwei der Altesten und 
grossten badischen Maschinenfabriken, die Firma KEssLer in Karls- 
ruhe und die Firma V6GELE in Mannheim verdanken ihren Aufstieg 
in den vierziger Jahren fast ausschliesslich dem Bedarf der badischen 
Eisenbahnverwaltung an Lokomotiven, Schienen und Weichen®*. 


IV 


Welche Krifte stellte nun die « Wirtschaft» dieser mannigfaltigen 
staatlichen Aktivitat gegeniiber, um ihrerseits die Industrialisierung 
und das staatliche Wachstum anzuregen und zu erhalten? Es war 
zunachst eine kleine, aber standig wachsende, aus sehr verschiedenen 
Traditionen kommende und unterschiedlich sich verhaltende Schar 
von wirtschaftenden Biirgern, grossen und kleinen Unternehmern, 
fleissigen Technikern und aufstrebenden Handwerkern. Sie ver- 
teilten sich auf alle Landschaften, gewiss mit manchen Schwer- 
punkten, etwa im Rheinland oder in Sachsen. In den Alteren Ge- 
werbestadten, etwa in Wuppertal, Krefeld, Leipzig oder Augsburg 
gehérten sie zu der biirgerlichen Honoratiorenschicht, die das 
Kommunalwesen wesentlich trugen. Viele von ihnen iibernahmen 
dariiber hinaus gréssere politische Verantwortung, indem sie sich 
in die Landtage der Bundesstaaten, in Preussen in die Provinzial- 
landtage wahlen liessen. So sind fiihrende Kélner Bankiers, wie 


22. Innerhalb der reichen Krupp-Literatur widmet die Quellenpublikation 
von W. Boetcke, Krupp und die Hohenzollern (Aus der Korrespondenz der Familie 
Krupp 1850-1916, Berlin 1956), diesen Zusammenhangen besondere Aufmerk- 


samkeit. 
23. Dariiber wird Naheres der 2.Band meines Buches «Der Staat und die 
Anfange der Industrialisierung in Baden 1800-1850» bringen. 
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MEvIssEN und HANSEMANN, zugleich die Sprecher des rheinischen 
Biirgertums, und im Verlaufe der 48er-Revolution iibernehmen 
einige von ihnen, wie Davip HANSEMANN, LUDOLF VON CAMPHAUSEN, 
Kart Aucust MitpE und AuGust FREIHERR VON DER HEyprT in 
Preussen oder Kart Marny in Baden, Ministeramter und fiihren 
damit zum ersten Male auf sichtbare Weise Unternehmertum und 
Staat zusammen??. 


24. Ein erster, leider nicht gegliickter Versuch, diese Zusammenhange auch 
soziologisch zu erfassen, stammt von E. SCHAEFER, Staat und Unternehmertum. Ver- 
such eines entwicklungsgeschichtlichen Beitrages zur Soziologie des preussischen 
Wirtschaftsliberalismus. Diss. Miinchen 1926 (Maschinenschrift). 

Uber die unternehmerischen Krafte einzelner Landschaften und die wirt- 
schaftliche Entwicklung einzelner Regioren oder Stadte in Zeiten aufstrebenden 
Biirgertums liegen zahlreiche, aber noch langst nicht genug Untersuchungen vor, 
um ein zutreffendes Bild von der weiten Differenzierung des Geschehens zu geben. 
An neueren Arbeiten seien ausser den Werken P. E. ScHrAmms zur Geschichte 
des Hamburger Biirgertums, besonders sein grosses Buch, Hamburg, Deutschland 
und die Welt, Miinchen 1943, 2. Aufl. 1952, hier genannt: 

M. BARKHAUSEN, Staatliche Wirtschaftslenkung und freies Unternehmertum 
im westdeutschen und im nord- und siidniederlandischen Raum bei der Ent- 
stehung der neuzeitlichen Industrien im 18. Jh. In: Vierteljahrsschrift fiir Sozial- und 
Wirtschaftsgeschichte, Bd. 45 (1958), S. 168-241. 

H. Kiscu, The Textile Industries in Silesia and the Rhineland: A Comparative 
Study in Industrialization. In: Journal of Economic History (1959), S. 541-564. 

F. ZUNKEL, Entwicklungstendenzen im Rheinisch-Westfalischen Unternehmertum von 
der Begriindung des Zollvereins bis in die ersten Jahre des Deutschen Reichs. Diss. FU, 
Berlin 1955 (Maschinenschrift). Eine gekiirzte Fassung erscheint unter dem Titel 
« Das rhein.-westf. Unternehmertum 1834-1879. Ein Beitrag zur Geschichte des 
deutschen Biirgertums» (Dortmunder Schriften zur Sozialforschung 19), Kéln 
und Opladen 1961. 

R. ENGELSING, Bremisches Unternehmertum. Sozialgeschichte 1780-1870. In: 
Jb. d. Wittheit zu Bremen, Bd. II, Bremen 1958, S. 7-112. 

D. Heras, Anfange der bremischen Industrie. Vom 17.Jahrhundert bis zum Zoll- 
anschluss (1888), Diss. Hamburg 1949 (Maschinenschrift). 

W. Fiscuer, Ansatze zur Industrialisierung in Baden 1770-1870. In: Viertel- 
Jahrsschrift fiir Sozial- und Wirtschaftsgeschichte, Bd. 47 (1960), S. 186-231. 

W. Zorn, Handels- und Industriegeschichte Bayerisch-Schwabens 1648-1870, Augs- 
burg 1961. 

F. Beck, Die wirtschaftliche Entwicklung der Stadt Greiz wahrend des 19. Jahrhun- 
derts. Ein Beitrag zur Geschichte der Industrialisierung in Deutschland. Wei- 
mar 1955. 

W. K6LLMANN, Sozialgeschichte der Stadt Barmen im 19. Jahrhundert. Tiibin- 
gen 1959. 
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Wichtig fiir die Herausbildung eines eigenen Lebensbereiches der 
« Wirtschaft» ist, dass diese aufstrebende biirgerliche Schicht seit 
den dreissiger Jahren des Jahrhunderts damit beginnt, sich in 
mancherlei Weise zu assoziieren. Vorlaufer dieser freien Biirger- 
vereinigungen waren die aufgeklarten Lesevereine und Patriotischen 
Gesellschaften gewesen, die sich nach englischem Vorbild im letzten 
Drittel des 18. Jahrhunderts gebildet hatten*>. Teils der reinen Ge- 
selligkeit dienend, 6fters aber «gemeinniitzige» Zwecke verfolgend, 
hatten sie die Lehren der Aufklarung, des auf sich selbst stehenden 
freien Mannes, in die Breite getragen. Zu diesen geselligen, lite- 
rarischen und gemeinniitzigen Vereinen traten nun seit den zwan- 
ziger Jahren solche spezielleren Charakters, etwa die Gewerbe- 
vereine, die sich in vielen Stadten bildeten, um die fachlichen Kennt- 
nisse des gewerbetreibenden Biirgers zu erhéhen, ihm durch Vor- 
trage, Biicher, Zeitschriften, Modelle und Ausstellungen die Vor- 
aussetzungen fiir den technischen und wirtschaftlichen Fortschritt 
an die Hand zu geben. Von diesen Gewerbevereinen gingen vielfach 
Anregungen aus, die der Staat dann aufnahm; sei es, dass er die 
Vereine bei ihren Bestrebungen finanziell unterstiitzte, sei es, dass 
er auf deren Wunsch selbst Massnahmen ergriff: Ausstellungen ver- 
anstaltete oder Gewerbeschulen griindete, Stipendien und Preise 
verteilte?®, Der bekannteste dieser Vereine, der preussische « Verein 
zur Beforderung des Gewerbefleisses» wurde freilich wiederum sehr 
wesentlich von hohen Staatsbeamten getragen — fast ein Drittel 
seiner 367 Griindungsmitglieder waren Beamte und Universitits- 
professoren. 

Ein knappes Jahrzehnt spater entstanden, initiiert von einigen 
fiihrenden Industriellen, etwa zur gleichen Zeit die ersten Interessen- 
verbande und die ersten modernen Kartelle. Wahrend in den Ge- 
werbevereinen Staat und Biirger noch im Sinne der Obrigkeitsver- 
haltnisse miteinander arbeiten, stellen sich diese neuen Organisa- 

25. H. Husric, Die patriotischen Gesellschaften des 18. Jahrhunderts (Géttinger 
Studien zur Padagogik, H. 36), Weinheim/Bergstr. 1957. R. STADELMANN und 
W. Fiscuer, Die Bildungswelt des deutschen Handwerkers um 1800. Studien zur Sozio- 
logie des Kleinbiirgers im Zeitalter Goethes. Berlin 1955, S. 17f. und 215f. 

26. Einzelheiten fiir Preussen und Baden wiederum bei I. Miecx, Merkanti- 
lismus und Liberalismus in der preussischen Gewerbepolitik..., S. 28ff., 62ff., 72ff., 


106ff.; W.Fiscuer, Der Staat und die Anfange der Industrialisierung in Baden, 
S. 165 ff., 180 ff. 
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tionen dem Staat als etwas Eigenwiichsiges, Freies, als unabhangige 
Partner gegeniiber. Es ist bezeichnend, dass den Anlass zu ihrer 
Griindung meist bestimmte Wiinsche einzelner Interessengruppen 
an den Staat bildeten. So ging es den Vereinigungen der Baumwoll- 
fabrikanten und der Zuckerfabrikanten des Zollvereins, die sich 
1841 zusammenfanden, um die Anderung von Zoll- und Steuer- 
positionen in den Zollvereinsvertragen zu erlangen. So wollten re- 
gionale Gesamtverbande wie der badische Industrieverein des glei- 
chen Jahres die Interessen der Industrie eines Landes gegeniiber der 
Regierung wahrnehmen?’. 

Auch die Kartelle, oft als « Kinder der Not» bezeichnet, suchten 
neben der Selbsthilfe die Unterstiitzung des Staats, um die Existenz 
ihrer Mitglieder zu retten. In den vierziger Jahren schlossen sich zu- 
nachst die nassauischen, spater die siiddeutschen Hiittenwerke iiber- 
haupt zusammen, um sich gegen die iiberlegene englische und rhei- 
nische Konkurrenz zu wehren. Sie arbeiteten noch mit Holzkohlen 
statt mit Koks, was ihre Produktionskosten, je starker die Preise 
beider auseinanderklafften, in hoffnungsloser Weise gegeniiber der 
Konkurrenz tiberhohte?®. 

Die fiinfziger Jahre bringen dann mit dem ersten grossen Ausbau 
der deutschen Industrie auch eine Reihe wichtiger Zusammen- 
schliisse von Industriezweigen. Am weitesten reichten Aufgabe, Ziele 
und Einfliisse dieser Vereinigungen dort, wo wie im Kohlenbergbau 
eine Fille von besonderen Problemen zwischen Unternehmern und 
Staat zu regeln waren. So wurde der 1858 gegriindete Verein fiir die 
bergbaulichen Interessen im Oberbergamtsbezirk Dortmund bald 
zu einem unentbehrlichen Gesprachspartner der preussischen Berg- 
verwaltung. Denn seit sie nach jahrzehntelangen Diskussionen um 
das Prinzip, nach dem der Bergbau gefiihrt werden sollte, 1851 dazu 
iiberging, an die Stelle der staatlichen Direktion nur noch die poli- 
zeiliche Aufsicht zu setzen, brauchte sie ein Organ, mit dem die 
Fragen, die iiber ein einzelnes Werk hinausreichten, verhandelt und 


27. Ebenda S. 170ff. 

28. Dazu ein noch unver6ffentlichtes Referat von E. Mascuxe vor dem Ar- 
beitskreis fiir moderne Sozialgeschichte in Bad Ems am 22. Oktober 1959, « Un- 
ternehmerzusammenschliisse in der deutschen Wirtschaft im spaten 19. und 
beginnenden 20.Jh.», das mir Herr Prof. Ipsen, Dortmund, freundlicherweise 
zuganglich machte. 
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abgestimmt werden konnten. So negativ die staatlichen Verwal- 
tungen, in der Tradition der Selbstherrlichkeit befangen, die wirt- 
schaftlichen Verbande daher auch zunichst betrachten mochten, so 
sehr waren sie doch bald auf die Zusammenarbeit mit ihnen ange- 
wiesen, denn in ihnen versammelte sich nun die Fachkenntnis, die 
bei der Vorbereitung von Gesetzen und Verordnungen oder bei der 
Durchfiihrung von Massnahmen etwa der Steuer- oder Zollverwal- 
tung unentbehrlich waren. 

Das amtliche Organ fiir diese Vermittlung wurden mehr und 
mehr die Handelskammern. Gleich den unteren Verwaltungsbe- 
hérden regional, nicht funktional gegliedert, konnten sie in allen 
praktischen Fragen die Wiinsche der Gewerbetreibenden den Be- 
hérden vortragen und fiir diese eine Fille von Dienstleistungen 
iibernehmen, die ohne besondere Fachkenntnis nicht zu erledigen 
waren. Massgebend fiir ihren rechtlichen Status wurde eine preus- 
sische Verordnung vom 11. Februar 1848, die sie zu Veranstal- 
tungen des Staates machte??. 

Aber nicht nur die Unternehmer, auch die zweite tragende 
Schicht des industriellen Biirgertums, die Techniker assoziierten sich. 
1856 wurde der Verein Deutscher Ingenieure gegriindet, der der 
fachlichen Fortbildung und beruflichen Betreuung, aber auch der 
Durchsetzung gemeinsamer Interessen diente. 1860 folgte, um nur 
noch ein Beispiel zu nennen, der Technische Verein fiir das Eisen- 
hiittenwesen (der heutige Verein Deutscher Eisenhiittenleute), der 
sich vor allem der Férderung neuer Methoden auf dem Gebiet der 
Grundstoffindustrien annahm. 

Es kann hier nicht mehr verfolgt werden, wie weit diese Assozia- 
tionen sich nach unten fortsetzten und auch die wirtschaftlich Un- 
selbstandigen erfassten. Auch hier liegen die Anfange zu Beginn der 
vierziger Jahre (in der Schweiz noch friiher). Zunachst entstehen 
meist biirgerlich gefiihrte Handwerker- und Arbeiterbildungs- oder 
Gesangvereine, die sich schon im Vormiarz teilweise von ihrem Ur- 
sprung emanzipieren. Wahrend der 48er-Revolution schiessen dann 


29. Zur Geschichte und Struktur der Handelskammern, aber auch zu den 
Typen wirtschaftlicher Interessenverbande im 19. Jahrhundert finden sich inter- 
essante Bemerkungen bei L. Beutin, Geschichte der siid-westfalischen Industrie- und 
Handelskammer zu Hagen und iiber Wirtschaftslandschaft, Hagen 1956, besonders 
S. 46ff., 100ff., 117 ff. 
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die Assoziationen aller Art wie Pilze aus dem Boden. Handwerks- 
meister und -gesellen halten parallel zur Frankfurter Nationalver- 
sammlung eigene Kongresse ab und versuchen auf die Ausarbeitung 
einer Reichsverfassung und einer Reichsgewerbeordnung Einfluss 
zu nehmen, indem sie zum Beispiel das Recht auf Arbeit oder die 
«Organisation der Arbeit» und der Gewerbe mit Hilfe von Kam- 
mern, Gerichten oder Raten fordern. Durch die Koalitionsverbote 
der Reaktionszeit teils unterdriickt, teils unter staatliche Vormund- 
schaft gestellt, erwachsen sie erst in den 6o0er Jahren wieder zu neuem 
Leben und stehen an der Wiege der Gewerkschaften®°. 

Was sich aus diesem Assoziationsbediirfnis soziologisch schliessen 
lasst, ist die Erkenntnis, dass die biirgerliche Gesellschaft auf dem 
Wege der Emanzipation aus den Bindungen des 4lteren Herr- 
schaftssystems bereits sich neue Bindungen auferlegt, dass die Atomi- 
sierung, die man dem liberalen 19. Jahrhundert so gern vorwirft, gar 
nicht stattgefunden hat — ist doch gerade das klassische Land des 
Liberalismus, England, auch das Land der biirgerlichen Vereini- 
gungen, Klubs und Gesellschaften. 

Aber auch hier zeigt sich die charakteristische Tatsache, dass sich 
in Deutschland der Staat nie ganz aus dem Felde biirgerlicher wirt- 
schaftlicher Tatigkeit zuriickgezogen hat. Haben sich etwa in Eng- 
land die Handelskammern als freiwillige Vereinigungen erhalten, so 
sind sie in Deutschland Korperschaften des 6ffentlichen Rechts ge- 
worden. Die Kartelle hat das Deutsche Reich sogar so weit sanktio- 
niert, dass es sie teilweise zu Zwangskartellen machte. Die Wiederzu- 


30. Auf diesem Gebict hat die sozialgeschichtliche Forschung in Deutschland 
in den letzten Jahren besonders intensiv gearbeitet. S. R. STADELMANN, Soziale 
und politische Geschichte der Revolution von 1848. Miinchen 1948. R. STADELMANN 
und W. FiscHer, Die Bildungswelt des deutschen Handwerkers um 1800. Studien zur 
Soziologie des Kleinbiirgers im Zeitalter Goethes. Berlin 1955. H. J. TEUTEBERG, 
Geschichte der industriellen Mitbestimmung in Deutschland, Ursprung und 
Entwicklung ihrer Vorlaufer im Denken und in der Wirklichkeit des 19. Jahr- 
hunderts (Soziale Forschung und Praxis, hg. v. d. Sozialforschungsstelle an der 
Universitat Miinster, Bd. 15), Tubingen 1961. In Vorbereitung finden sich Arbei- 
ten von F. BAtsEr, Arbeiterorganisationen in Siiddeutschland 1849-1854, und 
W. Scuieper, Die Bedeutung der deutschen Handwerkerassoziationen in Frank- 
reich im Vormarz. Fir die Schweiz siche O. BruGGER, Geschichte der deutschen 
Handwerkervereine in der Schweiz 1836-1843. Diss. Bern 1932. Zusammenfassend 
C. JanTkKE, Der vierte Stand. Die gestaltenden Krafte der deutschen Arbeiterbewe- 
gung im 19. Jahrhundert. Freiburg 1955. 
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lassung von Zwangsinnungen seit 1897 ist ein weiteres Beispiel. Auf 
die Arbeitnehmerorganisationen hat der Staat zeitweise vorwiegend 
negativ eingewirkt, durch Koalitionsverbot, Polizeiaufsicht und 
Ausnahmegesetze. Zugleich hat er aber mit der Entwicklung der 
Sozialpolitik, die am Anfang im wesentlichen eine Arbeiterschutz- 
politik ist, einen neuen Weg der Regulierung von Wirtschaftsver- 
fassung und Wirtschaftsablauf gefunden, so dass man sogar sagen 
kann, er sei auf dem Wege iiber die Sozialpolitik wieder zu seiner 
alten Rolle eines aktiven Gestalters des Wirtschaftslebens zuriickge- 
kehrt. Jedenfalls aber hat er seinen Biirgern selten wirklich jenen 
ganz freien Spielraum gelassen, den die Theorie des alteren Libe- 
ralismus eigentlich verlangt. 


V 


Vergessen wir zum Schluss nicht zu erwahnen, dass diese vielfache 
Einwirkung des Staates auf die Wirtschaft nicht nur fordernd, son- 
dern auch hemmend gewirkt hat. Wenngleich die Beamtenschaft 
grundsatzlich bemiiht war, den Nationalreichtum zu steigern, so 
blieben doch ihre Methoden noch oft in den veralteten Formen des 
Bevormundens und Reglementierens stecken. Die Akten sind voller 
Klagen einzelner Gewerbetreibender, die sich durch alte Zépfe in 
Gesetzgebung und Verwaltung behindert fiihlen — sie sind aller- 
dings ebenso voll von Klagen solcher Gewerbetreibender, die die 
liberale Grundhaltung der Biirokratie bemangeln, sich einer téd- 
lichen Konkurrenz ausgesetzt sehen und lieber heute als morgen zu 
der alten Ge- und Verbotspraxis zuriickkehren wiirden. Man darf 
daher nicht allzuviel auf diese subjektiven Ausserungen geben, son- 
dern muss sie richtig zu gewichten wissen. Es bleiben jedoch so be- 
achtliche Erscheinungen wie das jahrelange Anrennen der Pioniere 
des Ruhrbergbaus gegen die Fesseln der alteren Berggesetzgebung. 
Schliesslich brauchte es in Preussen, das schon 1810 den iibrigen Ge- 
werben im wesentlichen die freie Konkurrenz gestattete, noch vierzig 
Jahre, bis den Eigentiimern der Kohlengruben des Ruhrreviers 
iiberhaupt die freie wirtschaftliche Verfiigung iiber ihr Eigentum 
eingeraumt wurde. Gewiss wird seit 1826 an dieser Reform ge- 
arbeitet, aber die konservativen und liberalen Stimmen in der Berg- 
verwaltung halten sich in etwa die Waage, und bei jedem neuen Ent- 
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wurf schlagt das Pendel wieder in der einen oder der anderen Rich- 
tung aus, bis sich schliesslich zur Jahrhundertmitte der Grundsatz 
durchsetzt, dass das Bergrecht dem allgemeinen Gewerberecht so- 
weit wie méglich anzugleichen sei*!. Es ist bezeichnend, dass einer 
der friihesten Grossindustriellen des Ruhrgebiets, FRANz HANIEL, 
dem als erster die Abteufung und wirtschaftliche Ausbeutung von 
Tiefbauzechen gelang, seine fiihrende Stellung als Bergbauunter- 
nehmer der Tatsache verdankte, dass er eine frappierende Kenntnis 
des Bergrechts besass. Er hatte sich in jahrelanger Arbeit ein Archiv 
aller Gesetze und Gerichtsentscheide angelegt, das ihm eine Uber- 
legenheit in Rechtsstreitigkeiten gab und das schliesslich sogar von 
den preussischen Bergbeamten in Anspruch genommen wurde, weil 
es mehr enthielt als ihre eigenen Unterlagen**. Hier kampft sich also 
ein Unternehmer gegen den Staat seinen Weg. Und fiir Naturen 
dieser Art war freilich die wohlwollende Férderung, die der Beamte 
des friiheren 19. Jahrhunderts dem Gewerbetreibenden noch immer 
entgegenbrachte, nicht mehr geeignet. In solchen Gestalten hatte die 
industrielle Wirtschaft endgiiltig ihre Miindigkeit erlangt, und sie 
werden es sein, die ihr in der zweiten Jahrhunderthalfte mehr und 
mehr den Stempel! aufdriicken. 


Universitat Miinster Westfalen WoLFRAM FIscHER 
(Deutschland ) 


ZUSAMMENFASSUNG 


Das 19. Jahrhundert hat eine Neuordnung des VerhAltnisses von Staat und Wirt- 
schaft, eine starkere Abgrenzung ihrer Spharen gebracht. Diese Begrenzung ist 
jedoch, besonders in Deutschland, nicht so zu verstehen, dass der Staat seine Ein- 
flussnahme auf wirtschaftliche Vorgange aufgegeben habe. Nach wie vor stellt er 
als Gesetzgeber, als Administrator, als Unternehmer und als Konsument einen 
wichtigen Faktor der wirtschaftlichen Entwicklung dar. Wahrend seine Tatigkeit 
als Gesetzgeber unumstritten ist, werden die administrative und unternehmeri- 


31. Vgl. dazu meine Miinsteraner Antrittsvorlesung «Die Stellung der 
preussischen Bergrechtsreform in der Wirtschafts- und Sozialverfassung des 
19. Jahrhunderts» in Zeitschrift fiir die gesamte Staatswissenschaft, Bd. 117 (1961). 

32. H. SpETHMANN, Franz Haniel. Sein Leben und seine Werke. Duisburg- 
Ruhrort 1956, S. 167. 
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sche Tatigkeit wie auch seine Bedeutung als Konsument mcist unterschatzt. An- 
hand einiger Beispicle aus verschiedenen deutschen Bundesstaaten vornehmlich 
in der ersten HAlfte des 19. Jahrhunderts versucht der Aufsatz zu zeigen, wie die 
deutschen Regierungen schon durch ihre Finanz-, besonders die Steuer- und Zoll- 
politik, dann durch ein ausgepragtes System der Gewerbeférderung, aber auch 
durch den Ausbau des Verkehrs- und Schulwesens — trotz grundsatzlicher An- 
erkennung der liberalen Wirtschaftslehre — ihre aus dem 18. Jahrhundert stam- 
menden Bemiihungen, den Volkswohlstand zu heben, auf mehr indirekte Weise 
fortsetzten. Der Autor zcigt, wie diese Staaten als Erben grosser fiirstlicher Lan- 
dereien, Forsten und Gewerbebetriebe und als Griinder oder Férderer neuer 
Modellunternehmen das Wachstum der Wirtschaft zu férdern suchten und wie sie 
vor allem durch den Ausbau der Infrastruktur und den Aufbau moderner Heere 
den Giiterbedarf hoben. 

Dieser staatlichen Aktivitat steht das wachsende Selbstbewusstsein der sich 
formierenden Privatwirtschaft gegeniiber, die nach Auflésung der alteren Sozial- 
verfassung, in der sie in die stadtische wie die landliche Herrschaftsordnung ein- 
gefuigt war, in Anlehnung an englische und franzésische Vorbilder neue Assozia- 
tionsformen findet und so eine gesellschaftliche Atomisierung verhindert. Bis zur 
Mitte des Jahrhunderts hat sich dann das Schwergewicht stark zugunsten der 
selbstverantwortlichen Wirtschaft verschoben, aber schon wenige Jahrzehnte 
spater kommt der Staat durch seine Sozialpolitik erneut als machtiger wirtschafts- 
und gesellschaftsordnender Faktor ins Spiel. 


SUMMARY 


The Relationship of State and Economy. In the 19th century the relationship of state 
and economy took on a new aspect, the two spheres becoming more sharply 
demarcated. However, this demarcation, especially in Germany, should not be 
taken to mean that the state relinquished all say in economic affairs. Its status as 
legislator, administrator, entrepreneur and consumer remained unaltered in 
importance. Although its legislative voice in affairs is undisputed, there is a 
tendency to underestimate its administrative and entrepreneurial dealings and 
the significance of its role as a consumer. With the aid of a number of examples 
taken from German federal states, principally in the first half of the 19th century, 
the essay sets out to show how German governments—although in principle 
devotees of laissez-faire economic doctrines—nevertheless persevered, in an in- 
direct manner, with the endeavours of their 18th-century forebears to improve 
popular living standards by means of financial measures, particularly with 
regard to taxation and tariffs, systematic promotion of industry and improvement 
of transport and education. The essay goes on to show how these governments, as 
the inheritors of vast princely estates, forests and industrial concerns, and as the 
founders or promoters of new model enterprises, sought to encourage economic 
growth; and most important of all, how they enlarged the commodity market by 


expansion of the infrastructure and the creation of modern armies. 
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Keeping pace with this state activity is the growth in self-assurance of a private 
enterprise in process cf formation. In the old social order private enterprise had 
kept due place in both the urban and rural hierachies, but on the break-up of 
that order it began to pattern itself on English and French models, finding new 
associative forms and thus applying the brake to social disintegration. Up to the 
middle of the century the stress shifted heavily in favour of private enterprise, but 
only a few decades later the state, with its policies of social reform, re-entered the 
field as a powerful conditioning factor in social and economic life. 


RESUME 


Les relations entre l’ Etat et l'économie. Le dix-neuviéme siécle a créé des relations nou- 
velles entre l’Etat et économie en déterminant une ligne de démarcation plus 
nette entre ces deux sphéres. Sil’on parle de démarcation, il ne saurait cependant 
surtout en Allemagne — étre question d’une perte de toute influence de l’Etat sur 
les affaires économiques. En tant que législateur, administrateur, entrepreneur et 
consommateur, |’Etat reste un facteur important de l’évolution économique. Son 
role de législateur n’est pas discuté; par contre, on sousestime généralement son 
activité d’administrateur et d’entrepreneur et son importance en tant que consom- 
mateur. L’article cherche a démontrer, a l’aide de quelques exemples fournis par 
divers Etats fédéraux allemands, notamment durant la premiére moitié du dix- 
neuviéme siécle, que les gouvernements allemands — bien qu’en principe adeptes 
des doctrines de «laissez-faire» en matiére d’économie — ont continué indirecte- 
ment les efforts entrepris au dix-huitiéme siécle pour améliorer le niveau de vie 
général, et ceci par des mesures financiéres, particuli¢rement dans le domaine des 
impéts et des taxes douaniéres, par l’appui systématique offert a l'industrie et par 
l’amélioration des conditions de transport et d’éducation. L’auteur indique com- 
ment en leur qualité d’héritiers de terres, de foréts et d’entreprises princiéres trés 
vastes, ainsi que de fondateurs et de promoteurs de nouvelles entreprises modéles, 
ces Etats se sont efforcés de favoriser la croissance économique et — ce qui est le plus 
important de tout — comment ils ont développé par l’expansion de l’infrastructure 
et la création d’armées modernes la demande de produits des plus divers. 

A cette activité de l’Etat doit étre opposée la prise de conscience de l’économie 
privée en voie de formation. Dans l’ancien ordre social, l’entreprise privée avait sa 
place déterminée dans les hiérarchies urbaines et rurales; lorsque ce systéme 
s’écroula, elle s’inspira de modéles anglais et frangais et trouva de nouvelles formes 
d’association, empéchant ainsi une désintégration sociale. Jusqu’au milieu du 
siécle dernier, le réle de l’initiative privée a pris de plus en plus d’importance, mais 
quelques décennies plus tard, l’Etat redevenait, grace a sa politique sociale, un 


facteur puissant de l’organisation de la vie sociale et économique. 








SOME INTERRELATIONSHIPS 
BETWEEN AGRICULTURAL TRADE AND 
ECONOMIC DEVELOPMENT! 


According to competence and interests,students of economic develop- 
ment select from among a variety of possible objectives. The purpose 
may be to understand the records of the past or to help unlock the 
mysteries of the future... to consider the unique historical experience 
of particular regions or to develop universal principles and the 
“‘generally-valid case’”’... to identify strategic factors in the economic 
advancement or stagnation of nations, or to prepare an operational 
primer for national developmental planning... calmly to identify 
the statistical contours of long-term trends or boldly to offer counsel 
to these wrestling with pressing issues of public policy. Rarely are 
scholarship and policy nicely separated, nor will they be here. 

The scope of the present paper, in the absence of accepted pro- 
fessional guidelines, extends to a number of inter-related themes: 
long-term trends in commodity trade; territorial classification sys- 
tems, by which those patterns can best be described; secular hypo- 
theses purporting broadly to summarize crucial aspects of world 
economic development; distinguishing characteristics of primary- 
producing countries; the use of American agricultural surpluses in 
support of economic-development programs overseas; and the re- 
lation of agricultural trade to group conflicts associated with eco- 
nomic growth. The paper necessarily builds mainly on the work of 
others, and such fresh evidence as is presented is chiefly qualitative 
in character. That growing body of literature that extends tradi- 
tional analytical notions from a closed to an open economy? will 
be largely by-passed. 

Of special interest here are the processes by which growth has 
been transmitted to peripheral trading regions. Those processes have 
operated in considerable degree through the medium of particular 


1. Paper prepared for Conference on Relations ketween Agriculture and 
Economic Growth, sponsored by the Committee on Economic Growth, Social Science 
Research Council, at Stanford University, November 11—12, 1960. 


2. H. G. Jounson, International Trade and Economic Growth. London, 1958. 
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export staples, whose past behavior and future prospects condition 
the developmental decisions now facing many newly-independent 
nations. The stress on world commodities represents a certain de- 
parture from respected authority which views the nation-state as the 
appropriate unit of observation in analyzing economic growth’, and 
an affinity for those economic historians who emphasize the dynamic 
role of emerging trade areas and individual industries‘. 


Trade Patterns, Classification Systems, and Trends 


It is clear that international trade in agricultural staples and associ- 
ated capital flows before World War I contributed significantly to the 
economic advancement of temperate regions outside Europe and 
continued to play an important role in the multilateral trading sys- 
tem of the interwar period. This is best illustrated by the League of 
Nation’s monumental study of the network of trade balances involv- 
ing the United States, the Regions of Recent Settlement, the United 
Kingdom, Continental Europe, and the Tropics®. Employing blunt 
classificatory rules based in the first instance on climate, territorial 
proximity, and major economic sector (see Table 1), the empirical 
findings were notable for the rationale they suggested, the significant 
insights they provided, and the time pattern of change they implied. 
The major categories themselves clearly reflect differences in relative 
endowments of land, labor, and capital, providing the basis for agri- 
cultural shipments from the Regions of Recent Settlernent to the 
European market. Agricultural exports from the tropics also played 
a pivotal role in the multilateral system by helping develop the trade 
surplus which this region alone enjoyed with the United States, and 
which was important in balancing Europe’s international accounts. 


3. Cf. S. Kuznets, Toward a Theory of Economic Growth (Mimeo). 1956, p. 9. 

4. K. Berritt, “International Trade and the Rate of Economic Growth’, 
Economic History Review, April 1960, p. 359; and F. Tuisttewaire, “Atlantic 
Partnership’’, Economic History Review, August 1954, pp. 1-17. 

5. League of Nations, The Network of World Trade. Geneva, 1942. The lack 
of a place for Japan in the network was a weakness in the statistical results 
paralleling the failure of the international system to accommodate that country’s 
trade expansion, while omission of the ussR was less serious for the 1930’s than it 
would likely be for the 1960's. 
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The position of the United States in the trading network has been 
subject to dramatic change. While in some respects the us might have 
been classified with Regions of Recent Settlement at an earlier date, 
there has also been a shift from an older bilateralism between land- 
intensive Great Plains and capital-intensive United Kingdom around 
the 1870’s to a modern bilateralism between a capital-intensive us 
and the labor-intensive Tropics®. The ux’s difficulty in accommo- 
dating Japanese trade expansion in the interwar period rested not 
only on the latter’s competitive strength in textiles and light con- 
sumer goods but also on the threat of trade displacement from the 
pivotal Southeast Asian tropics. 

Important changes distinguishing the post-World War II pattern 
of agricultural trade from that of the interwar period emerge from 
the crude data of Table 2, even when immediate attention is limited 
to cereals, vegetable oils, sugar, and cotton. Notable features are the 
conspicuous increase in North American net exports in all four cate- 
gories, the lengthening deficits in Asia (except for vegetable oils, in 
which the export surplus was about halved), and reduced export 
shipments from Latin America (except for sugar). Inclusion of bev- 
erage crops would have somewhat improved Africa’s relative showing 
as a source of agricultural exports. Despite territorial changes that 
cut the German Federal Republic off from customary supply areas in 
the East, Europe’s overall net requirements register only a moderate 
increase, a considerable portion of which is met by ussr shipments to 
East European satellites. The deteriorating trade position of parti- 
cular nations in Southeast Asia would show up still more sharply if 
not masked by inclusion of relatively satisfactory figures for Malaya 
and the Philippines. A trade pattern between North America and 
Asia, and a record us volume of agricultural exports financed in con- 
siderable degree on concessionary terms, has accordingly been re- 
placing an older commercial pattern between industrial Europe and 
primary-producing regions. Recent shifts are to be contrasted with 
still older historical patterns, including the former position of India 


6. K. E. Hansson, “‘A Theory of the System of Multilateral Trade’’, Ameri- 
can Economic Review, March 1952, pp. 64-68. J. R. Hicks has expressed concern 
over potential difficulties for the United Kingdom arising out of us-African 
bilateralism. “The Long-Run Dollar Problem. An Inaugural Lecture”’, Oxford 
Economic Papers, June 1953, Pp. 133- 
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Table 2 
Net Exports (+) and Net Imports (—) of Selected Agricultural 
Products, by Continental Areas, Prewar and Postwar 
(Million Metric Tons) 





























Years a. a. Europe USSR Africa Asia Oceania 
Cereals 
1934-1938 + 4.6] +9.7 | -20.4 | +1.4 | +06 | +2.2 | +2.8 
1955-1957 +25.5] +2.7 | -26.8 | +4.0 | +0.3 | —7.3 | +3.4 
Vegetable Oils and Oilseeds' 
1934-1938 —o.g9 | +06 | —2.6 — +o.9 | +1.9 | +0.1 
1955-1957 +0.6 | +0.1 | —3.0 | —o.o1] +1.4 | +0.9 | +0.1 
Sugar? 
1934-1933 +0.3 +0.3 —2.3 +0.1 +0.2 + 1.1 +0.5 
1955-1957 +2.5 | +08 | —2.8 | —o.5 | —o.4 | —1.0 | +0.8 
Raw Cotton 
1934-1938 +1.2 +0.3 | —1.9 | —o.03]| +0.6 | —o.2 | —o.o 
1955-1957 +1.4 | +0.2 | —1.6 | +0.3 | +0.6 | —o.5 | —o.o 


























Source: rao, Trade Yearbook 1958. Rome 1959, pp. 108, 232, 139-142, 191-193. 
1. Oil equivalent. 
2. Raw equivalent. 














as a grain exporter and the dominance of East European grain sur- 
pluses in the 19th century’. 

Nothwithstanding the admitted influence of war, territorial 
changes, and national policies, a number of private investigations 


7. For discussion of some longer-term patterns: L. B. Bacon and F. C. 
SCHLOEMER, World Trade in Agricultural Products. International Institute of Agri- 
culture, Rome, 1940; P. LAMARTINE YATES, Forty Years of Foreign Trade. London, 
1959; R. M. Srern, “‘A Century of Food Exports’’, Ayklos, Vol. xu, 1960, Fasc.1, 
pp. 44-62; and the latter’s unpublished Ph. D. dissertation, World Food Exports 
and United States Agricultural Policies. Columbia University, 1958. 

For further discussion of regional trade patterns, see also J. W. ALEXANDER, 
“International Trade: Selected Types of World Regions’’, Economic Geography, 
April 1960, pp. 95-115. Erik THorBEeckE, The Tendency Towards Regionalization 
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in International Trade 1928-1956. ‘The Hague, 1960. 
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and official publications relate indicated trade phenomena to intrin- 
sic growth processes. The United Nations, in a recent World Economic 
Survey, stresses that development in primary-producing countries is 
deterred because trade in primary staples has been expanding more 
slowly than total free-world trade, and the latter more slowly than 
free-world gross product or industrial output’. Nurkse argued that 
“the forces making for the diffusion of economic growth from ad- 
vanced to less developed countries are not as powerful in the trade 
field as they were a hundred years ago’’®. 

To the extent that the trade-output ratios merely reflect the rise 
in non-traded components of GnP and the higher share of the United 
States (with its relatively low trade-output ratio) in world aggre- 
gates, and so long as aggregate trade expands at the salutary rate of 
most postwar years, the pessimism elicited by the indicated dis- 
parities seems hardly justified. To be sure, the relative decline in 
European dependence on overseas supplies has an agricultural com- 
ponent, as illustrated by a rise in the us Department of Agriculture’s 
index of self-sufficiency in food!®; official projections suggest that 
European self-sufficiency will increase further in the decade of the 
1960’s, whether measured in caloric, quality, or dollar terms"; and 
GATT is persuaded that with present technology, the rate of increase 
in farm output is policy-determined™. But the chief beneficiaries of 
a more liberal agricultural policy in Europe would be relatively 
high-income producers of cereals and animal foods in the temperate 
regions. The future course of imports by the leading industrial nations 
looks still more different if one is impressed by MAcDouGALv’s argu- 
ments on the “potentially explosive” character of United States 


8. United Nations. Department of Economic and Social Affairs, World Eco- 
nomic Survey 1958. New York, 1959, pp. 17-38 and 53-59. 

g. R. Nurkse, Patterns of Trade and Development, Wicksell Lectures 1959. 
Stockholm, 1959, p. 27. A good discussion of factors explaining the disparate 
growth in trade and output will be found on p. 23. 

10. us Department of Agriculture, Foreign Agricultural Service, Recent De- 
velopments in Agricultural Production and Food Consumption in Western Europe. FAS-M-7 
Rev. (March 1959), p. 14. 

11. us Department of Agriculture, Foreign Agricultural Service, Foreign Free 
World: Supply and Demand for Farm Products, 1965 and 1970. 1960. 

12. GATT, International Trade 1956. Geneva, 1957, Pp. 32- 
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import requirements for foodstuffs!*, or by Cottn CLARK’s view that 
the us could derive as much as one-half of its consumption of farm 
products from abroad by 1975, if recent price relationships endure", 

Warranting explicit comment, secondly, is the asserted long-term 
tendency for export proceeds of “‘semi-industrialized”’ countries to 
rise more slowly than those of other non-industrialized countries", 
Findings of this sort depend a great deal on the system of classifi- 
cation employed. Few will agree with the list of nations designated 
by GaTT as “‘semi-industrial”’!*, The postwar convention of ranking 
Canada among the industrial nations can seriously mislead for pur- 
poses of international comparisons running backward as much as 
three decades, and the inclusion of New Zealand with primary- 
producing countries but Denmark and Turkey with the industrial 
group is open to serious objection. Beyond mere taxonomic matters, 
the observed phenomena do not clearly represent the workings of 
underlying econumic forces, but have been closely related to deliber- 
ate governmetal policies!’. Export flows from the semi-industrialized 
group were heavily influenced by the Argentine and Australian 
decision, based in part on experience in the Great Depression, to give 
low priority to primary production in postwar economic programs. 
Attempts to collectivize Balkan agriculture resulted in further loss of 
agricultural exports. Retention of oilseed supplies in favor of India’s 
domestic consumers, control of Manchurian export staples by Com- 


13. D. MacDouGatt, The World Dollar Problem. London, 1957, pp. 161-162. 

14. C. Ciark, “‘Afterthoughts on Paley’’, Review of Economics and Statistics, 
August 1954. 

15. GATT, Trends in International Trade, A Report by a Panel of Experts. 
Geneva, 1958, p. 24. 

16. The semi-industrialized group includes Argentina, Brazil, Mexico, Fin- 
land, Yugoslavia, India, Pakistan, Australia, and the Union of South Africa, ibid. 
p.130. For various designations of industrial and primary-producing countries 
employed for purposes of trade analysis, see inter alia: League of Nations, Jn- 
dustrialization and Foreign Trade. Geneva, 1945, pp. 19, 26; United Nations, World 
Economic Survey 1958, p.55; United Nations, Current Economic Indicators, July 1960, 
Part II; Int. Monetary Fund, Annual Report 1959, p.38; UN Statistical Office, 
Monthly Bulletin of Statistics; and Nat. Inst. of Economic and Social Res. (UK), 
National Institute Economic Review, July 1960, p. 60. 

17. See especially two articles by J. H. Ricuter: “International Trade’, 
Review of Economics and Statistics, August 1958, pp. 281-287, and “Trends in 
International Trade’’, Quarterly Journal of Economics, November 1959, pp. 576-595: 
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munist China, and discouragement of plantation operations in 
Indonesia, are other factors distorting the postwar pattern of agri- 
cultural exports. Computed trends in export proceeds of particular 
national groupings are of definite historical interest, but the results 
do not provide convincing evidence of relationships based on stage 
of economic development. 

A third reported finding is that the ratio of imports to domestic 
output tends to rise in the early phases of industrial growth and that 
this tendency, in conjunction with the asymmetrical decline in the 
import demand of advanced countries for primary staples, creates a 
“long-term commodity problem’’!’. The proposition that trade- 
output ratios of developing countries display a bell-shaped pattern 
over time certainly warrants serious testing and is not inconsistent 
with income elasticities of demand to be expected on a priort grounds. 
At the same time that local industrialization is requiring imports of 
capital goods, fuel, and other raw materials, the demand for food and 
cotton textiles will be strongly on the rise. Elasticity coefficients com- 
puted for the advanced countries can be seriously misleading when 
transferred to the trade field, for a commodity like wheat can be an 
inferior good in the advanced countries while simultaneously it is a 
preferred starchy staple (as compared with root crops or coarse grains) 
in low-income countries. A bell-shaped pattern is also consistent with 
CHENERY’S views on the predominance, among leading economic sec- 
tors in the twentieth century, of industries in which import substitution 
has become profitable!®, but again a caution must be interposed as to 
the relative contribution of economic forces, deliberate policy, and 
the fortuitous effects of wartime disorganization. 

To the extent that heavy import requirements ofa developing coun- 
try cannot be fully met by loans or grants, the nation’s export strategy 
remains an important secular decision, and one that must be made in 
the presence of great uncertainties. One position is that, given the 
heavy capital requirements of modern agriculture, it may be eco- 
nomic for a poor country with a high population density (like India) 
to export cheap labor-intensive manufactures while importing food- 
stuffs from land- and capital-rich nations like Canada, Australia and 


18. World Economic Survey 1958, p. 53- 
19. H. B. CHENERY, ‘“‘Patterns of Industrial Growth’’, American Economic 
Review, September 1960, p. 651. 
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the United States?®. This view is especially interesting because of its 
implications for the future of East-West trade. All indications are 
that the Soviet Union enjoys a comparative advantage in capital- 
goods production and semi-manufactures relative to agriculture. 
Soviet exports of particular farm commodities (especially “technical” 
crops) are not inconceivable, and the alternative of restraining 
domestic food consumption to free desired exports is always open. 
The prospects nevertheless remain high that the Soviet Union can 
provide an expanding market for staple agricultural exports of 
primary-producing countries*!, with which the United States has 
important competitive relationships, while Europe stands in protec- 
tive isolation. Preferred foodstuffs produced more cheaply in the 
primary-producing countries, taken in exchange for capital goods 
exports, could permit the ussr to enjoy simultaneously the reputation 
of sustaining poorer countries’ markets and of accelerating their rate 
of capital formation. Moreover, the Soviet Union can readily absorb 
the cheap consumer goods associated with early industrialization, 
commodities for which its own consumers are starved and which can 
be admitted to the western industrial countries only by the more 
difficult process of displacing existing output. Although the ussr can 
be expected to avoid undue dependence on a foreign trade sector it 
can less readily control, the suggested pattern provides impressive 
political advantages at minimal economic risk. 

While exception has been taken to the particular grouping into 
which countries have been classified for purposes of trade comparison, 
efforts to distinguish identifiable categories are only to be com- 
mended”, Clearly, the appropriate taxonomic principle is related to 
the purpose that the classification is intended to serve. Categories 
based on such economic criteria as income per capita, rate of growth 


20. GATT, Trends in International Trade, p. 80. 

21. By developing an export trade in petroleum, the ussr has recently entered 
into world markets as a trade competitor of a particular group of primary pro- 
ducing countries, while at the same time putting the lie to Communist propa- 
ganda characterizing trade in this commodity as mere capitalistic exploitation 
of the irreplaceable natural resources of poorer nations. 

22. Cf. B. F. Hosexirz, ‘Patterns of Economic Growth’’, Canadian Journal 
of Economics and Political Science, November 1955, pp.416-431, and the same 
author’s “Balanced Growth, Destabilizers, and the Big Push’’, Worlds Pollttics, 
April 1960, pp. 475-476. 
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in GNP, or relative share of various factors or sectors are inherently 
more useful for international comparisons of growth performance 
than for analysis of international trade. The external characteristics 
of growth processes are especially important in HoseE.irz’s patterns 
of growth, more particularly the expansionist-intrinsic and dominant- 
satellitic dichotomies. In his excellent paper’, SzErs seeks distin- 
guishing characteristics related to marketing organization and pro- 
duction structure of the export sector, size of national unit, and degree 
of export diversification (see Table 1). As exemplified both by Gatr 
and SEERs, groupings along particular commodity lines come very 
much to the fore** when attention focuses more specifically on eco- 
nomic units undergoing earlier stages of growth. It is to relevant com- 
modity matters that we next turn. 


Commodity Technology and Impact 


The development prospects of primary exporting countries respond to 
to exogenous opportunities created or destroyed in the course of 
technological advance. Some of these forces operate primarily on the 
side of supply. Cheaper transport over land and sea in the r1gth 
century led the way to a major transoceanic traffic in grains, and new 
means of refrigeration added chilled and frozen beef to the commodi- 
ties of commerce. Highly productive cropping patterns have long 
since been developed for temperate-zone regions, but the problem in 
tropical areas is not merely one of raising yields of existing crops but 
also the development of agricultural and crop systems appropriate to 
local conditions. To this end, the international transmission of crops 
and even crop varieties can be far more important than the traffic in 
commercial end products. There are no new Americas to discover, 
contributing their potatoes, maize, and beans to Old World agri- 
culture*®, Yet the spread of manioc in Africa in the 19th and 2oth 


23. D. SEERs, op. cit. 

24. It is not at all clear that much is gained, however, if Burma, Cuba, and 
Nigeria are designated among exporters of ‘“‘non-tropical foodstuffs’, or Mexico 
and the Philippines with the ‘“‘agricultural raw material’ group. Cf. Garr, 
Trends in International Trade, p. 134. 

25. C.O. Sauer, Agricultural Origins and Dispersals. New York, 1952, Chaps. 
Ill, IV. 
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centuries”; the transplantation of rubber trees to Southeast Asia after 
1875’; territorial shifts in the location of other so-called plantation 
crops; and the invasion of the American Corn Belt by soybeans during 
the past several decades, all of these demonstrate the importance of 
this kind of international commerce in the modern era. 

Changing material flows, which have been described as “‘the great 
fugue of our industrial times’’**, involve successive transformations 
on the demand side. The spices, fine cloths, dye-stuffs, and low-bulk 
consumer luxuries of medieval commerce had a considerable agri- 
cultural component, and excise taxes appropriate to that period find 
their counterpart in European fiscal systems of the present day. 
Sugar cane, along with furs and cod, was a mainstay of the North 
Atlantic complex upon which the Old Colonial System was based?°. 
The coming of the machine age initially created a major non-food 
use for farm materials. Mechanization in the textile industry set a 
vegetable fiber, cotton, alongside coal and iron as the three basic raw 
materials of the new era, and the one that Great Britain could not 
produce at home. Raw cotton and foodstuffs exchanged for British 
textiles and engineering products do typify the basic structure of 1gth 
century commerce, and technological improvements contributing to 
that trade pattern include the cotton gin as well as the jenny, and the 
American and Russian railroad networks as well as the steam engine. 

Attention is properly called to the fact that the demand for natural 
products has been somewhat adversely affected by more recent tech- 
nological innovations: the rise of synthetic rubber and fibers, the 
recovery of nitrogen from the atmosphere, economies in the use of 
scarce materials, even bulk shipment of staple commodities. Develop- 
ments of this sort suggest to Hicks, as “‘a simple and fundamental 
explanation of the change in economic atmosphere’’®®, that im- 
provements during the 19th century were primarily export-biased, 
whereas 20th century innovations have been of the opposite type. 


26. W. O. Jones, Manioc in Africa. Stanford, 1959, Chap. 3. 

27. K. E. Knorr, World Rubber and its Regulation. Stanford, 1945, p. 10. 

28. President’s Materials Policy Commission, Resources for Freedom, Summary 
of Volume I. Washington, 1952, p. 4. 

29. H. A. Innis, The Cod Fisheries, The History of an International Economy. New 
Haven, 1940. 

30. Hicks, op. cit., pp. 130-131. 
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This is a bold but debatable proposition. The internal-combustion 
engine, for example, must surely be considered one of the major 
technological advances since 1900. It smoothed the way to greater 
decentralization of industry and created new outlets for essentially 
domestic materials such as cement. But its trade-generating effects 
are at least as impressive, whether one considers motor vehicles and 
parts, petroleum*’, or, on the agricultural side, natural rubber. Other 
export-biased improvements advantageous to agriculture and re- 
lated commodities during this century include hydrogenation and 
other chemical processes that have elevated tropical oils and oilseeds 
to the status of major commodity group; the mass press, with the 
opportunities it has afforded for newsprint; varietal revolutions for 
certain tropical export products; even dehydration, particularly as 
applied to fluid milk. In RoBertson’s view, technological changes 
within agriculture have shifted the margin of comparative advantage 
still further in favor of overseas food suppliers. He has explained the 
failure of trade to respond fully by the fact that the absolute benefits 
of the new techniques permit agricultural protectionism to be borne 
with greater ease*?. 

Even the synthetics present a mixed picture. Synthetic production 
in the 1930's was associated with autarkic programs ofself-sufficiency, 
but synthetic rubber now thrives in the United States with the 
natural product imported duty-free, and in several cases synthetic 
production may have served to avoid severe shortage of products sub- 
ject to real limitations of natural supply. So far as concerns the dis- 
placement of tropical commodities by the application of modern 
scientific methods in the advanced countries, the promotion of the 
beet-sugar industry in 19th century Europe may be regarded as the 
earliest major case. But much of the technology developed for the 
processing of sugar beets was adapted to modernize the tropical cane- 


31. C. Day, in describing the staples of world commerce as late as 1907, 
stresses the importance of “‘the discovery that crude petroleum could be made 
the source of a cheap and efficient means of illumination’’, but there is not a 
word about gasoline, A History of Commerce. London, 1907. Petroleum exports 
alone contributed one-half (by volume) of the gain in exports of non-industrial 
countries between 1928 and 1955, GATT, Trends in International Trade, pp. 20-22. 

32. D. H. Rospertson, “‘The Future of International Trade’’, Economic 
Journal, March 1938, pp. 3, 9. 
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sugar industry after 1900; a factor originally operating to reduce 
demand served subsequently to lower costs; and sugar took its place 
among the major components in modern diets. 

Moreover, the dynamic character of the export-bias concept 
should not be overlooked. The mechanization of textile operations 
in Great Britain, export-biased from the standpoint of the rgth 
century trading community, had an opposite effect at an earlier 
date when they destroyed the market for handicraft cottons of the 
Orient. Comparable examples can be taken from the expanding 
textile industries of Japan in the interwar period, or India and Hong 
Kong today. Similarly, the rise of domestic soybean production was 
primarily responsible for wiping out an American net-import deficit 
amounting to some 2 billion pounds of fats and oils a year during 
1935 to 1939; but now American soybeans have themselves become a 
major export crop. 

The Hicks position is somewhat more persuasive when applied to 
the trade situation of the United Kingdom than when argued for the 
world economy generally. Technological change in the course of the 
2oth century has not dealt particularly kindly with the staple exports 
of the Sterling Area. Synthetic rubber is a clear case in point; syn- 
thetic fibers pose a threat to wool; bulk shipment (together with paper 
and cotton substitutes) has been disadvantageous to jute marketings; 
and the rise of petroleum at the expense of coal has not been an 
entirely happy change for one of the two major staples of modern 
industrialism that England could produce at home. From the United 
Kingdom’s point of view, it is also disadvantageous that dollars 
earned by Canadian exports of newsprint and the base metals do not 
accrue to the common pool. 

Writing in 1946, VINER argued that “‘it seems otiose to seek in 
‘natural factors’ the important causes of the decline in the relative 
importance of foreign trade’’, given the rising trend in deliberate 
trade barriers that had occurred since the 1870’s**. Subsequent ex- 
pansion of the volume of free-world trade to record levels, while 
responding in part to tariff liberalization and territorial realignments, 
would suggest that export-biased improvements have not of late been 
on the wane. Merely because the composition and pattern of 2oth 


33. J. Viner, “The Prospects for Foreign Trade in the Post-War World’, 
reprinted in his International Economics. Glencoe, 1951, pp. 316-317. 
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century trade are highly complex, any “‘simple and fundamental ex- 
planation”’ is likely to claim too much. 

Even if the trend of technical improvements has not been seriously 
adverse to primary-exporting countries, the technology of agri- 
culture and mining may be disadvantageous because, as HirscHMAN 
contends, backward and forward linkages are weak**. In opposition 
to his view, it may be argued that each commodity has its peculiar 
economic characteristics and its distinctive impact on the exporting 
economy*, The pattern of the fur trade, the mining town, the rancher 
and the husbandman demonstrate that different staples are of varying 
importance in promoting general economic activity in the supplying 
area. At significant stages, Japanese silk and English wool played 
strategic roles in easing the way to a modern economy. The “dy- 
namic impulse” arising from manufacturing activity is rightly 
stressed. Yet wheat, still a significant agricultural export from indus- 
trial America, has played a pivotal role in opening up continental 
areas to settlement, in stimulating transcontinental railway systems, 
and in meeting the overhead costs of the transportation network. To 
a degree, minerals have recently gained relative to field crops within 
the export list in line with the requirements of capital goods, con- 
sumer durables, and military hardware. With minerals, the fortui- 
tous location of particular resources takes precedence over economic 
activity that is widely dispersed in territory and more likely to make 
its direct impact on the way of life of large numbers of people. 

Useful results may be had by comparative study of the actual 
growth spurts of export staples, and appropriate analogies drawn 
with the behavior of domestic industries**. Comparative examination 
of Cuban sugar, Malayan rubber, American cotton, Canadian wheat, 
Philippine copra, New Zealand wool, and Danish butter can suggest 
something about the forces limiting growth in the specialized export, 
and accordingly the range of discretion open toa particular exporting 
country. Dating identifiable phases of acceleration and deceleration 


34. A. O. HirscumMann, The Strategy of Economic Development. New Haven, 
1958, p. 109. 

35. Cf. B. C. Sweruine, “United States Commodity Imports in the Longer 
Run’’, Economic Journal, March 1952, pp. 39-40. 

36. Cf. A. F. Burns, Production Trends in the United States Since 1870. New 
York, 1934. 
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can provide useful insights into the length of time available for con- 
solidating gains. We need to know more about the processes whereby 
particular growth spurts come to a dead end, whereas some of the 
most impressive growth phenomena have been experienced by coun- 
tries able to generate new export staples to succeed the old. Clearly 
commercial policy abroad, technological advances, fortuitous dis- 
covery of natural resources, natural disaster, and the rise of competi- 
tive sources of supply all play a role of varying importance in the 
course of time. But the production structure of individual commodi- 
ties has some distinctive effects upon entrepreneurial attitudes and 
social relations, and these effects can make themselves felt regardless 
of the social system in which production actually takes place. 
Rostow recognizes the potential role of raw materials and food- 
stuffs as leading sectors, provided they involve the application of 
modern processing techniques*’. Clearly, where manufacturing is 
to be encouraged, wider latitude is enjoyed in extending the process- 
ing of indigenous staples than in encouraging the output of commodi- 
ties less related to the domestic resource base. Commodities differ 
markedly in the range of opportunities thereby opened up. Cane 
sugar, meat, wheat flour, and coffee embody quite different amounts 
of domestic manufacture. Whether exports take the form of pulp- 
wood or newsprint, copra or coconut oil, raw or refined sugar, jute 
fiber or burlap, black-strap molasses or industrial alcohol is of con- 
siderable importance to the economic progress of the exporting eco- 
nomy. In these respects, the commercial policy of importing countries 
plays an inhibiting or permissive role, but strictly economic and tech- 
nological factors are often the dominant consideration**. Processes 
that are production-oriented, whether because of enormous weight 
loss or rapid deterioration of raw material, clearly favor the less 
developed regions, as in the decortication of sisal and the milling 
of sugar cane. Where raw material is heavily destined for a single 
end product, as cordage from henequen and'burlap from jute, the 
region of production at least suffers minimum locational disadvan- 
tages. But the pull of consumer centers is strong when there is close 
substitution between alternative raw materials and a wide range of 


37. W. W. Rostow, The Stages of Economic Growth. Cambridge, 1960, p.56. 
38. Cf. C. LeususcHer, The Processing of Colonial Raw Materials, A Study in 
Location. HMSO, 1951. 
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linked end products, as in the fats and oils group, or when there is 
need of supplementary inputs not advantageously produced in the 
region of origin of the major raw material. It is characteristic of coffee, 
the leading agricultural product in international trade throughout 
most of the postwar period, that the amount of processing performed 
upon the raw material is relatively slight. By contrast, the domestic 
manufacturing opportunities associated with bringing the textile 
mills to the raw cotton have been recently enjoyed in India and the 
United States South. 


Special Problems of Primary-Exporting Countries 


Heavy dependence on staple exports has not been a highly popular 
national policy in the postwar period. The severe depression of agri- 
cultural prices in the Great Depression, identification of primary 
production with colonial political status, disadvantageous bargaining 
position vis-a-vis the Western nations who controlled wartime ship- 
ping, and vulnerability to technological developments of external 
origin, all have played a part in creating that attitude. There are, 
besides, certain real disabilities associated with extreme speciali- 
zation, disabilities that public policy has failed adequately to relieve. 

Difficulties arise, first, from the contrast between the product mix 
of world trade and that of domestic agricultural systems (see Table 3). 


Table 3 


Agricultural Commodities: Exports % World Production 1956/1957 








Percentages Commodities 
0-10 Rice, maize, meat, olive oil 
10-30 Barley, wheat, cottonseed', tobacco, cheese, 
butter, jute 
30-50 Soybeans', peanuts', sugar (centrifugal), 
cotton, wool, linseed', palm oil 
50-go Copra', coffee, tea, cocoa 
go-100 Rubber, abaca, palm kernels! 








Source: United Nations, Commodity Survey 1959. New York, 1960, p. 14. 
1. Oil equivalent. 
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Although trade in wheat and rice ranks high in value terms, staple 
carbohydrates of widespread dietary use lean heavily on domestic 
supplies. World commerce gives a relatively larger role to tree crops 
than to field crops of sustained demand or the diversified feed-live- 
stock economy. Tree crops, which are especially characteristic of 
tropical exports, are subject to economic instability in an exaggerated 
form, arising out of long gestation periods, prolonged periods of ex- 
cessive prices while tree plantings adyust, difficulties of anticipating 
future output from widespread plantings not well reported in official 
statistics, problems of anticipating market requirements at the late 
future date when new supplies will be forthcoming, low variable 
costs when plantings come into commercial bearing, and corre- 
sponding susceptibility to protracted periods of low prices*®. In- 
stabilities peculiarly the result of agricultural supply structures are 
accentuated by the long time lags of ocean shipment*®, by the role 
of the world market as residual supplier when domestic crops fall 
short or domestic requirements are suddenly enlarged, and by cyclical 
fluctuations in the demand for raw-material imports. 

To be sure, the factors affecting commodity instability them- 
selves change in the course of time*!. Successive phases of us strategic 
stockpiling have had their destabilizing effects on world markets, but 
current holdings together with accumulated surpluses of American 
agricultural produce do provide some unilateral assurance against 
major commodity inflation. While the moderate severity of postwar 
industrial recessions to date has tempered one of the major sources 
of international instability, commodity stocks and consequently inter- 
national commodity shipments are prone to behave in volatile fashion 
so long as inventory fluctuations remain an important element of 
cyclical disturbance. Nor have changes worked necessarily to reduce 


39. E. W. ZIMMERMANN, World Resources and Industries. Rev. ed., New York, 
1951, Chap. 22. For an excellent summary of supply and demand factors in 
international commodity instability, see H.C. WAtuicn, ‘‘Stabilization of Pro- 
ceeds from Raw Material Exports’’, Paper Presented at the Meeting of the Inter- 
national Economic Association, Rio de Janeiro, August 19-28, 1957. 

40. Cf. M. Asramovitz, Inventories and Business Cycles. New York, 1950, 
pp. 182-184, and 207-217. 

41. Cf. K. E. Knorr, ““The Quest for A Stabilization Policy in Primary Pro- 
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ducing Countries’, Kyklos, Vol. x1, 1958, Fasc.2, pp. 224-230. 
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commodity instability**. The inclination of the ussr to enter or with- 
draw from particular commodity markets on short notice and often 
for political reasons introduces a factor not easily amenable to anti- 
cipation or control. Primary producing countries enjoying new po- 
litical status have by their own acts set in motion serious commodity 
disturbances, if one recalls only Iranian oil, Cuban sugar, or Congo 
copper. Emergence of the us as a major exporter of fats and oils 
creates some additional variability for that commodity group, inas- 
much as important elements in world supplies are merely by-products 
from the American point of view. That is notably true of lard and 
tallow, related to their respective livestock cycles, and to cottonseed, 
but even soybeans have some of this characteristic when grown in 
rotation with corn. us disposal policies, on the other hand, have 
operated for the most part so as not to disrupt world prices, and 
fluctuations in international cotton shipments have been met by 
wide swings in American exports while competing sources of supply 
have enjoyed a less exposed position. 

Secondly, and beyond the patterns imposed by individual com- 
modities, the primary exporting country tends to register distinctive 
structural features, to which SEERs directs appropriate attention. It 
is not merely that market behavior of a limited range of export 
commodities dominates the level of economic activity, the volume 
of government revenues, and the capacity to finance development 
programs. In addition, specialized resources defy classical assump- 
tions on the greater domestic than international mobility of factors, 
and restrict that ability to adjust quickly to new opportunities upon 
which important trading gains often depend*’. It is broadly correct 
to say that national income of this type of country tends to be limited 


42. It has been argued at various times that instability within the primary- 
producing countries has reacted back on the stability and consequent rate of 
growth of the metropolitan countries. Cf. W. H. Beveripce, Full Employment in 
a Free Society. New York, 1945, pp.302—305. A variant of these themes is that the 
industrialization of countries hitherto predominantly agricultural, by proceeding 
most rapidly in the more stable processing of food and clothing, shifts to the 
advanced countries the burden of living with the more vulnerable capital goods 
(and consumer durables) sectors. League of Nations, International Currency Ex- 
perience, 1944, p. 201. 

43. G. Myrpat, An International Economy, Problems and Prospects. New York, 
1956, p. 255. 
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by the ability to finance essential imports rather than by available 
manpower or productive capacity; investment, by the ability to im- 
port capital goods, rather than by the rate of savings; and consump- 
tion, by the capacity to import consumer goods, rather than by the 
level of national income*’. Inventory fluctuations become a parti- 
cularly important economic variable, and the cyclical pattern of 
expenditures depends a good deal on the capital-labor proportions 
and social organization in the particular export commodity en- 
joying market strength or weakness at a given moment. Wide varia- 
bility in foreign exchange earnings is not matched by any comparable 
capacity to finance the higher level of reserves needed to cope with 
export contingencies. 

Thirdly, decided inequalities in the bargaining status of primary- 
exporting countries reinforce their exposed position. A country ex- 
porting coffee, bananas, or sugar may produce a trivial portion of 
world supply yet rely overwhelmingly on proceeds from this single 
crop. Though crop variability in a single country or region may 
occasionally be sufficiently important to affect the world price, the 
prices alike of exports and of imports are more customarily deter- 
mined by factors operating in the advanced countries. It is not un- 
common for a foreign business enterprise and its investment decisions 
to outrank the scale of indigenous governmental operations. The 
need to maintain exports to finance essential imports, and the desire 
to avoid the burdens of carrying stocks, are further factors weakening 
bargaining position on the export side. 

A fourth matter of concern is the alleged long-run tendency for 
the commodity terms of trade to run against primary commodities 
and in favor of manufactured goods. It should be recalled that the 
Korean commodity boom gave rise to professional views of the oppo- 
site sort. JEWKES, for example, argued that each advance of industry 
throughout the world, by turning the terms of trade in agriculture’s 
favor, will tend to make industrialization less easy**, and it was also 
contended that a serious lag in agricultural production will tend to 
retard the growth of world demand for manufactured imports®. 


44. World Economic Survey, p. 12. 

45. J. Jewkes, “The Growth of World Industry’’, Oxford Economic Papers, 
February 1951, p. 14. 

46. W. Y. Exuiort, et. al., The Political Economy of American Foreign Policy. 
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Morea, after subjecting the statistical evidence and much of the 
; literature to critical review*’, finds no general worsening of the price 
position of primary producers, quite aside from the relevance of the 


barter terms-of-trade concept or corrections to adjust for changes in 
commodity quality or composition. 

P Fifthly, primary-producing countries are particularly vulnerable 

to adverse policy decisions in the advanced countries. Tariff and 


quota systems that favor imports in less processed form deny to the 
region of export fabricating operations entirely appropriate to their 
} natural economic endowment, and this is reinforced when production 
has been explicitly developed to service manufacturing enterprises 
in developed countries. European excise levies on coffee, tea, tobacco 
and the like tend to reduce the volume of trade and hence the foreign 
exchange earnings of tropical exporters, quite apart from certain 
regressive aspects so far as the distribution of fiscal burdens are con- 
cerned#’, Directly and indirectly, agricultural research has been 
fostered to an uneconomic degree on temperate crops, with the ad- 
vanced industrial countries employing their scientific endowment to 
the competitive disadvantage of more promising regions in the tro- 
pics. Primary-production, which is likely to be relatively efficient in 


sees di evils 


) less developed countries, is the very sector that receives tender govern- 3 
mental treatment in many advanced nations*®. Important income . 

transfers occur when an International Materials Conference or war- : 

: time shipping control limits upward movement in commodity prices, ; 
and the real purchasing power of accumulated foreign exchange : 

balances responds to monetary, fiscal and exchange-rate policy of the . 


! industrial countries. 


ott 


New York, 1955, p.79. Even during the early 1950’s, E. S. Mason’s view was 
that any substantial movement of price relationships in favor of primary com- 
modities would be the result of national policies of self-sufficiency rather than 
physical limitations of supply ‘“‘An American View of Raw Materials Problems’’, 
Journal of Industrial Economics, November 1952, p. 5. 

47. T. Morcan, ‘*The Long-Run Terms of Trade between Agriculture and 
Manufacturing”, Economic Development and Cultural Change, October 1959, 
pp. 1-23. See also J. Viner, International Trade and Economic Development. Glencoe, 
, Illinois, 1952, pp. 141-147. 

48. Gatt, Trends in International Trade, pp. 103-110. 
49. World Economic Survey, p. 66. 
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Such considerations lead on by easy degrees to arguments that 
specialization on primary export has been positively harmful to the 
country of origin. Milder versions of this approach stress structural 
maladjustment: that overseas primary production was pushed be- 
yond the limits of comparative advantage by the metropolitan coun- 
tries®*®; that an unbalanced infrastructure was developed, with trans- 
portation in all colonial areas leading to the sea®!; that the 19th 
century division of labor between industrial and agrarian nations 
tended to perpetuate the contrast in their economic structure®; or 
that private foreign investment retarded economic development in 
the capital-importing country by diverting local savings and enter- 
preneurship from domestic to export activities®*. One may point to 
the effect of plantation ciops upon Java’s population size, rather than 
upon its well-being, or emphasize the disadvantages that a persistent 
trade surplus imposes upon a primary-exporting country. In its 
extreme form, the argument is developed in frankly Marxist terms*. 
Even a superficial look at the debates of the United Nations General 
Assembly will verify the extent to which the exploitation theme is 
skillfully employed for ideological ends. Whether rooted in truth or 
falsehood, attitudes growing out of earlier trade patterns now inhibit 
the functioning of private instrumentalities that were important car- 
riers of economic development in the past, and the same attitudes 
affect the position that non-industrial nations take on current issues 
of international politics. 

Trade has been affected in various ways by the shift in social 
priorities associated with political developments of the postwar 
period. An independent India has not been prepared to let high ex- 


50. W. Y. Exxiorr et al., op. cit., p. 185. 

51. J. B. Conpuirre, The Commerce of Nations. New York, 1950, p. 318. 

52. W.S. and E. S. Woytinsky, World Commerce and Governments: Trends and 
Outlook. New York, 1955, p. 11. 

53. H. W. Sincer, “The Distribution of Gains between Investing and 
Borrowing Countries’’, American Economic Review, Papers and Proceedings, May 1950, 
p. 476. 

54. For recent controversy over the implications of Cuba’s balance of trade, 
see a statement submitted by the United States to the Secretary General of the 
United Nations, New York Times, October 15, 1960, p. 6. 

55. P. A. Baran, ‘‘On the Political Economy of Backwardness”’, Manchester 
School, January 1952. 









i ne 


ao “t GB me 





AGRICULTURAL TRADE AND ECONOMIC DEVELOPMENT 385 


port prices outbid its domestic consumers for essential foodstuffs, such 
as oilseeds. One attribute of Dominion status within the British Com- 
monwealth is the inclination and the ability to bargain more effec- 
tively for the use of the Sterling Area’s dollar pool®®. As the Gold 
Coast became Ghana, the application of Marketing Board reserves 
to purposes of stabilization declined relative to those of general public 
expenditure. American foreign aid tends to be more acceptable to 
independent African countries than to the administrators of de- 
pendent overseas territories®’. Xenophobia has been aroused against 
the resident aliens who are frequently in charge of actual trading 
operations; the cosmopolitan outlook even of the native trader be- 
comes suspect; and nationalization of import-export instrumentali- 
ties has been pursued as an independent objective, distinct from 
broader issues of government ownership or public investment. 

In the process, sight has often been lost of the special advantages 
that a high level of trade can bring to less developed countries. 
Foreign exchange is a most flexible form of resource; governments 
inclined to a liberal economic system can effect desirable resource 
allocation with minimum dirigism by instituting appropriate com- 
mercial policies; and import duties and export taxes are effective 
fiscal devices for economic systems in which scarce administrative 
skills must be carefully husbanded. The tax machinery can remove 
much economic remoteness even from mineral enclaves. The long 
list that includes nations like Ceylon, Cuba, Uruguay and Ghana 
surely do well to model their commitment to trade after New Zealand 
and Denmark, the Netherlands and Japan. Only countries of broad 
expanse and diversified resources can hope to match the low trade- 
output ratios experienced by the usa and the ussr. The contrasting 
postwar experiences of Argentina and Canada provide an interesting 
commentary on the results of, respectively, starving and stimulating 
the primary sectors of an economy. 

If specialization on staple exports is to have its due, public policies 
concerning primary products will require far more imaginative treat- 


56. Cf. J. Porx, Sterling, Its Meaning in World Finance. New York, 1956, 
pp. 137, 165. 

57. On the other hand, colonial producers in recent decades have typically 
enjoyed more assured market outlets than have been available to the export 
staples of independent nations. 
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ment than they have hitherto received. Myrdal rightly stresses that 
advance in social welfare within the advanced industrial countries has 
not been matched by a parallel concern for vulnerable groups who 
reside beyond the national border. The United States has maintained 
an ambivalent attitude towards international commodity agree- 
ments, participating for those commodities (such as wheat and sugar) 
for which a supported price has served American interests while 
remaining, at least until very recently, a non-intervention purist 
towards South American staples®** and disowning the parity principle 
at the water’s edge. Not that the stabilization of individual com- 
modity prices is necessarily the appropriate approach. The argument 
is made elsewhere for protecting the income of domestic farmers by a 
social-insurance measure®*, and a comparable approach to inter- 
national stabilization problems has also had some attention®®. The 
social costs involved in shifting resources are recognized and to a 
limited extent met by the European Social Fund provided for in the 
Rome treaty®!, and this approach also has wider potential use. If 
unorthodox approaches are countenanced, certain petroleum ex- 
porters might seek 'means of advancing their people’s welfare by 
investing capital abroad rather than at home, just as the American 
farmer might increase his returns by investing less in agriculture and 
more in other sectors. Primary-exporting countries do have special 
trading problems that need to be better understood and more satis- 
factorily dealt with. 


US Agricultural Surpluses and Foreign Economic Development® 


Comment is appropriate next on one line of policy by means of which 
the United States seeks to help the developing countries overcome a 


58. M.S. EtsENHOWER, Report to the President: United States-Latin American Re- 
lations, December 27, 1958, pp. 10-12. 

59. B. C. Swer.no, “Income Protection for Farmers: A Possible Approach”, 
Journal of Political Economy, April 1959, pp. 173-186. 

60. World Economic Survey, p. 128. 

61. Interim Committee for the Common Market and Euratom, Secretariat, 
Treaty Establishing the European Economic Community and Connected Documents (Brus- 
sels), Articles 123-128. 

62. This section in particular has benefitted from discussions with Professor 
WiLcarpD L. Tuorp and fellow conferees at the Merrill Center for Economics. 
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range of internal and trading difficulties. We refer, of course, to the 
disposal of surplus farm commodities, particularly their “‘sale” for 
local currency and the subsequent relending of a large portion of the 
proceeds for developmental purposes. The issues involved are com- 
plex; the stakes are high; and the task of separating fact or aspiration 
from mere rationalization is not easy®. 

Agricultural surpluses on concessional terms can certainly assist 
the recipient nation in a number of important ways. Rapidly develop- 
ing countries do have an expanding need for raw materials and food, 
as well as for capital goods, and food may in some cases be a limiting 
factor on the rate of growth®*, Availability of surplus commodities 
from abroad can on some occasions supplement the kind of project- 
oriented loan that is issued by the International Bank for Reconstruc- 
tion and Development; on others, it will substitute for emergency 
borrowing from the International Monetary Fund. Additional re- 
sources are enjoyed by the economy; pressure on domestic price levels 
and the balance of payments is relieved; foreign exhange may be 
spared to finance other needed imports; a higher level of domestic 
investment can be sustained; and resources can be shifted to other 
uses. The corresponding deterrent to domestic agricultural output, 
which can be partially offset by special incentive measures, may be 
justified by the need for creating job opportunities in other economic 
sectors. Development planning abroad can tolerate, if it does not de- 
liberately foster, augmentation of the balance-of-payments deficit, 
and rational strategy may call for shifting some of the responsibility 
for control of local inflation to the United States. 


63. An extensive literature has been developing. Cf. M. R. BENEpicT and 
E. K. Bauer, Farm Surpluses: US Burden or World Asset? Berkeley, 1960; J. H. 
Davis, “‘Agricultural Surpluses and Foreign Aid’’, and discussion following, 
American Economic Review, Papers and Proceedings, May 1959, pp. 232-245; R. F. 
MIKESELL, Agricultural Surpluses and Export Policy. Washington, 1958; M. F. Mir- 
LIKAN and W. W. Rostow, A Proposal: Key to an Effective Foreign Policy. New 
York, 1957; Nat. Planning Ass., ‘“‘Agricultural Surplus Disposal and Foreign 
Aid’’, in us Senate, Special Committee to Study the Foreign Aid Program, 
Foreign Aid Program, Compilation of Studies and Surveys, Senate Document No. 52, 
85th Congress, 1st Sess.; and papers by M. Ezexta, T. W. ScHuttz, E. Mor- 
TENSEN, and others, in Journal of Farm Economics, December 1960. 

64. B. H. Hicains, Economic Development: Principles, Problems and Policies. New 
York, 1959, p. 46. 
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Even to the recipient, however, undesirable side-effects can be 
serious. Utilization of imported food and fiber may get the country 
past near-term deficiencies, but failure to speed the technological 
revolution in domestic agriculture carries longer-term penalties. The 
lessened incentive to cope with intractable population problems is 
highly unfortunate, and even import of wheat as compared with 
inferior starchy staples can represent an upgrading of diets that may 
prove premature and unsustainable. Excessive dependence on 
American policy is a matter of real concern®; attachment of unwel- 
come conditions is almost unavoidable; and elimination of even 
minor products from the list of surplus agricultural commodities 
can involve considerable inconvenience. The device of payment in 
local currency serves immediately to speed up shipments. However, 
the rise in American-held balances has the near-term effect of giving 
the United States a significant claim against the nation’s financial 
system, and there is the longer-term risk that ultimate expenditure 
will be wasteful of domestic resources. Moreover, countries that are 
the beneficiary of particular American imports are disadvantaged by 
surplus-disposal programs for other products, for American exports 
of oilseeds, cotton, tobacco and (via rice) wheat compete with staple 
exports of primary producing countries. 

From the American point of view, the issues appear somewhat 
different. Given the rate ofsurplus production and the stocks on hand, 
disposal operations do put commodities to reasonably beneficial use, 
reduce carrying charges, and perhaps forestall more expensive means 
of riddance. Against the failure to reform ill-advised agricultural 
policies or to readjust agricultural capacity to current market re- 
quirements, one may set certain advantages in promoting techno- 
logical development in American agriculture. Availability of P.L. 
480 wheat at thinly-disguised price cuts is a feature of a discrimi- 
natory price system that permits the Canadian Wheat Board and 
Commodity Credit Corporation to maintain a higher price for export 
wheat in world markets®*, Because Congress is more amenable to 


65. J.S. Davis, ‘Food for Peace’, Food Research Institute Studies, May 1960, p. 146. 

66. To a limited extent, wheat-importing countries like the United Kingdom 
are accordingly helping finance cheap wheat shipments to India, just as the 
United States import-quota system has in the past served to permit cheaper 
sugar exports from Cuba to Europe. 
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providing assistance to foreign nations in the form of agricultural 
commodities, there may even be a net gain in total foreign aid 
authorized. Some of these advantages are quite meritorious, and 
reforms in program administration may further strengthen them. 

It may nevertheless be contended that defects of this approach 
have corrosive if less obvious effects on us policy. At home, some of 
the pressure to correct agricultural policies is removed, and budg- 
etary burdens stand sufficiently high to restrain federal outlays in 
directions more appropriate to society’s needs or even those of dis- 
advantaged farm people. Conceived of as foreign aid, the program 
serves to move whatever surpluses happen to be generated by current 
price relationships and production techniques, rather than promoting 
that composition of output more appropriate to rational aid pro- 
grams or to current cost structures. To the extent that foreign aid is 
warped to favor agricultural exports, surplus capacity in capital goods 
industries may be underutilized in competition with visible surpluses 
of agricultural staples. Manufacturers of farm machinery, equip- 
ment, fertilizers, and other supplies retain a vested interest in having 
the United States farm economy operate at high levels. Heavier ex- 
port of these very inputs might have impressive results abroad and 
the entrepreneurial skills associated with them could be most effec- 
tive carriers of agriculture’s technological revolution to foreign 
lands. 

There is also serious loss to the liberal economic policy that 
America endorses. Support for a more liberal trade regime is lost 
among the ranks of those who would otherwise be encouraging com- 
mercial imports as a means of financing agricultural exports. Ag- 
gressive disposal of surpluses, together with the preempting of ex- 
panding consumption requirements in beneficiary countries, com- 
plicate the export position of Western nations heavily committed to 
the multilateral trading system—Canada and Australia, Denmark 
and New Zealand. In dealings with the recipient countries them- 
selves, ‘charity and business have been inextricably confused’’®’; 
the commercial instruments of private trade are undermined even 
while we pay them lip-service; and necessarily delicate relations 
between donor and beneficiary are further burdened. To the extent 
that P.L. 480 provides considerable release from the financial dis- 


67. MyRDAL, op. cit., p. 113. 
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cipline associated with balancing international payments and insti- 
tutionalized in the mr, there may be subsequent grounds for regrets. 


Group Impact and Opportunities 


The effects of P. L. 480 on the pressures for liberal trade policy and 
on attitudes within the agricultural input industries are particular 
instances of a broader theme. Emerging trade opportunities and his- 
torical export patterns are intimately related to the shifting power 
position of various domestic groups, and the social structure of the 
trading nation. 

KINDLEBERGER has provided an excellent analysis in these terms 
of the different responses Great Britain, Germany, France, Italy, and 
Denmark made to reduced wheat prices after 1870°*—responses 
ranging from emigration and the liquidation of agriculture, through 
protectionism, to conversion to animal husbandry as “‘an inspired act 
of readjustment”. Focus on earlier periods would have highlighted 
English wool exports and the enclosure movement; corn law repeal 
and its relation to group conflict; and Manchester’s allegiance to the 
cotton South in the American Civil War. VINER reminds us that 
Ma .tuus defended tariff protection for English agriculture in order 
to establish the landed class as a privileged enclave, one that could 
be relied on to use higher income for investment or current consump- 
tion rather than dissipating the gains in population increase®®. 
GEORGESCU-ROEGEN has commented on the effect of grain-export 
opportunities in undermining the position of the smaller peasant in 
Eastern Europe’®. An important motive for the European Common 
Market has been the hope that the dead weight of reactionary groups 
(including the peasantry) could be more easily lightened in the 
atmosphere of an expanded economic unit. 


68. C. P. KInDLEBERGER, “Group Behavior and International Trade”’, 
Journal of Political Economy, February 1951, pp. 30-46. These issues are barely 
hinted at in customary theoretical analyses of relative factor returns. 

69. VineER, International Trade and “conomic Development, pp. 128-129. 

70. N. GeorGescu-RoEGEN, ‘‘Economic Theory and Agrarian Economics’’, 
Oxford Economic Papers, February 1960, pp. 32-33. For a discussion of the persis- 
tence of family farming in Japan, and its relation to growth processes, see 
T. C. Smirn, The Agrarian Origins of Modern Japan. Stanford, 1959. 
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Group contests and alliances have their special manifestations 
within the less developed nations. While historical systems of repre- 
sentation in the older democracies tend to give undue political in- 
fluence to the farm population, the record of West African marketing 
boards or of Peronista Argentina is one of urban centers asserting 
dominance over revenues earned by agricultural exports. Food- 
deficit India and other developing nations stress national stockpiles 
in part as an instrument for weakening the bargaining power of rural 
groups, reversing the function of the ccc. Vested interests do make 
their influence felt. But the processes by which conflits between the 
past and the future get themselves resolved are too complex to sub- 
stantiate the view that, “Set up to guard and to abet the existing 
property rights and privileges [the governments in power in under- 
developed countries] cannot become the architect of a policy calcu- 
lated to destroy the privileges standing in the way of economic 
progress’’*!, 

Within the United States, the group basis of trade policy is in a 
state of flux, and not merely because of the declining numerical 
importance of the farm population. Traditionally, the isolationism 
of the Middle West has been reinforced by the domestic focus of Corn 
Belt staples, but export outlets for the region’s soybeans and coarse 
grains have been of rising importance. The Southern defense of 
liberal trade, which has hitherto been conditioned by the importance 
of export markets for cotton and tobacco, has been weakened if not 
completely reversed by the concerns of recent industrialization. 
Congressional representatives from the West simultaneously espouse 
a liberal stand on political issues and protectionism for the region’s 
primary staples. The technological transformation of American agri- 
culture has effected reductions in real costs that invite comparison 
with the opening up of the prairies in the rgth century. The difficulty 
of accommodating diverse group interests affected by these pervasive 
changes contributes to recent farm-policy dilemmas. 


Food Research Institute Boris C. SWERLING 
Stanford University 


71. BARAN, op. cit., p. 80. 
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SUMMARY 


This eclectic paper considers long-term patterns of commodity trade more espe- 
cially from the viewpoint of primary-producing countries having to make secular 
choices between domestic and export production. Few firm conclusions are 
reached ; indeed, the discussion contributes little directly to the theoretical analy- 
sis of an open economy or the development process. Instead, there is much 
weighing of alternative hypotheses and an effort to set out the elements of certain 
important issues concerning which there is no accepted professional doctrine. 
The spectrum of secular hypotheses is observed to include appealing rational- 
izations, official orthodoxies and speculative inferences, as well as carefull-docu- 
mented generalizations and commanding insights. 

At the outset, some contrasts are drawn between postwar and earlier patterns 
of trade in selected agricultural staples. Notable features include deterioration in 
the trade position of Southeast Asia and South America relative to Africa, a 
tendency for Western Europe’s increased self-sufficiency in foodstuffs to damp 
that region’s former commercial trade with primary exporting countries over- 
seas, and rising us shipments to Asia financed in considerable part on special 
concessionary terms. Attempts elsewhere to relate such trade phenomena to gene- 
ralized growth processes are evaluated, and the separate influence of deliberate 
national policies emphasized. Evidence is similarly presented against Hicks’ 
assertion that “‘a simple and fundamental explanation”’ of the change in eco- 
nomic atmosphere between the nineteenth century and the twentieth is to be 
found in the shift away from export-biased improvements. 

Particular attention is given to one commodity program recently employed 
by the us as a form of economic assistance to the developing nations—the sale 
of surplus farm products for local currencies to be used in large part for develop- 
mental loans. Various immediate benefits are recognized but in general these are 
considered to be outweighed by longer-term disadvantages operating somewhat 
less conspicuously, among them the perpetuation of ill-advised farm policies in the 
us and, in the recipient countries, reduced incentives for dealing with intracta- 
ble population problems or for modernizing agricultural systems. Surplus dis- 
posal also obstructs one path by which international trade makes its contri- 
bution to economic advance, viz., through weakening vested interests in favor of 
more progressive domestic groups. Support for a more liberal trade policy is lost 
among the ranks of those who might otherwise favor commercial imports as a 
means of financing agricultural exports. Such considerations are particularly 
important at a time when the us needs to find new accomodations for regional 
and commodity interests diversely affected by the accelerated technological 
transformation of domestic agriculture. 
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ZUSAMMENFASSUNG 


Agrargiiterhandel und wirtschaftliche Entwicklung. Die Studie behandelt langfristige 
Entwicklungstendenzen des Rohstoffhandels, besonders vom Gesichtspunkt der 
Rohstoffe produzierenden Lander, die vor die Wahl gestellt sind, fiir den internen 
Bedarf oder den Export zu produzieren. Wenig eindeutige Schliisse werden 
) gezogen: tatsachlich tragt die Abhandlung wenig zur theoretischen Analyse einer 
offenen Wirtschaft oder des Entwicklungsprozesses bei. Statt dessen werden ver- 
schiedene Hypothesen gegeneinander abgewogen, wobei einige bedeutende Pro- 
bleme herausgearbeitet werden, iiber die in Fachkreisen noch keine einheitliche 
Meinung besteht. Die Vielfalt sakularer Hypothesen enthalt ansprechende Ratio- 
nalisierungen, allgemein bekannte Meinungen, spekulative Folgerungen sowie 
sorgfaltig dokumentierte Verallgemeinerungen und beachtenswerte Einblicke in 
! die Materie. 
} Einige Gegensatze der Entwicklungen im Handel landwirtschaftlicher Pro- 
dukte in der Nachkriegszeit und in friiheren Perioden werden herausgearbeitet. 
Bemerkenswert sind die sinkende Bedeutung der siidostasiatischen und siidameri- 
kanischen Staaten im Vergleich zu Afrika, die zunehmende Unabhangigkeit 
Westeuropas in seiner Nahrungsmittelversorgung, was zu einer Verringerung 
seines Handelsverkehrs mit den Rohstoff exportierenden Uberseelandern gefiihrt 
hat, sowie die steigenden Lieferungen der Vereinigten Staaten nach Asien, teil- 
weise unter sehr giinstigen Finanzierungsverhaltnissen. Ferner wird der Versuch 
gemacht, derartige Handelstendenzen mit allgemeinen Wachstumsprozessen in 
Beziehung zu setzen, wobei auch die Wirkungen einzelner nationaler Bestrebun- 
| | gen erwahnt werden. Schliesslich werden Beweise vorgebracht zur Entkraftung 
von Hicks Behauptung, dass eine einfache und grundlegende Erklarung der ver- 
anderten wirtschaftlichen Lage zwischen dem 1g. und dem 20. Jahrhundert darin 
bestehe, dass sich die Wirtschaft von exportorientierten Verbesserungen gelést 
habe. 

Speziell erwahnt wird auch ein Rohstoffprogramm, das seit einiger Zeit in den 
Vereinigten Staaten als eine Art Wirtschaftshilfe an Entwicklungslander an- 
gewendet wird: der Verkauf von iiberschiissigen landwirtschaftlichen Produkten 

gegen Bezahlung in der Wahrung des die Produkte erhaltenden Landes, wobei die 
, so eingehenden Betrage von den usa grésstenteils wieder im betreffenden Land 
fiir Entwicklungsdarlehen verwendet werden. Obschon vom Verfasser gewisse 
Vorteile dieses Vorgehens anerkannt werden, iiberwiegen doch auf die Dauer die 
Nachteile, die allerdings vorerst nicht so eindeutig erkennbar sind, so zum Beispiel 





| ein Fortdauern einer unverniinftigen Landwirtschaftspolitik in den usa und in 
| den empfangenden Landern verminderte Dringlichkeit, sich mit schwer zu 
} lésenden Bevélkerungsproblemen zu befassen und das eigene Landwirtschafts- 
system zu modernisieren. Die Verwertung von Uberschiissen versperrt auch den 

Weg, auf dem der internationale Handel seinen Beitrag zum wirtschaftlichen Fort- 

schritt leistet: durch Abschwachung althergebrachter Interessen zugunsten fort- 

schrittlicher inlandischer Gruppen. Unterstiitzung einer freien Handelspolitik 

kann von diesen Kreisen nicht erwartet werden, die sonst Importe von Handels- 
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giitern begriissen wiirden, als Mittel zur Finanzierung landwirtschaftlicher 
Exporte. Solche Uberlegungen sind besonders wichtig zu einer Zeit, in der die 
Vereinigten Staaten gezwungen sind, neue Lésungen ihrer regionalen und Roh- 
stoffinteressen zu finden, die in verschiedenem Ausmass durch die beschleunigte 
technologische Veranderung der einhcimischen Landwirtschaft beeintrachtigt 
werden. 


RESUME 


Le commerce des produits agricoles et le développement de l’ économie. Les tendances a long 
terme du commerce des matiéres premiéres sont examinées dans le présent article, 
notamment du point de vue des pays producteurs se trouvant devant l’alternative 
de produire pour le marché intérieur ou pour |’exportation. Cette étude — dans la- 
quelle peu de conclusions définitives sont tirées — ne contribue pas dans une large 
mesure a l’analyse théorique d’une économie ouverte ou du processus du déve- 
loppement. Par contre, elle compare différentes hypothéses et met en évidence un 
certain nombre de problémes importants ne faisant encore |’objet d’aucune doc- 
trine reconnue a |’unanimité. On trouvera parmi les hypothéses séculaires des 
idées de rationalisation intéressantes, des opinions déja bien connues, des considé- 
rations spéculatives, des généralisations basées sur une documentation soignée et 
nombre d’apercus remarquables. 

L’auteur souligne certains contrastes existant entre l’évolution du commerce 
des produits agriccles durant l’aprés-guerre et son développement dans des pé- 
riodes plus reculées. I] est intéressant de noter qu’en comparaison a |’Afrique les 
Etats du Sud-Est de I’ Asie et de |’ Amérique du Sud ont diminué d’importance, que 
l'Europe occidentale est devenue de plus en plus indépendante dans son approvi- 
sionnement en denrées alimentaires, ce qui a conduit a une baisse de ses échanges 
avec les pays d’outre-mer exportant des matiéres premiéres, et enfin que les livrai- 
sons des Etats-Unis al’ Asie se sont accrues, en partie dans des conditions de finance- 
ment des plus favorables. L’auteur s’efforce d’établir des rapports entre de telles 
tendances des échanges commerciaux et des processus de croissance d’intérét plus 
général; il faut mention des effets de certains efforts nationaux individuels. L’ar- 
ticle contient également des arguments contre la déclaration de Hicks selon la- 
quelle une explication simple et fondamentale du changement de la situation éco- 
nomique entre le x1x° et le xx° siécle serait fournie par le fait que l'économie s’est 
détachée des améliorations orientées vers |’exportation. 

D’autre part, il est fait mention d’un programme adopté depuis un certain 
temps aux Etats-Unis en tant que mesure d’aide économique aux pays en voie de 
développement. Selon ce programme, |’excédent de produits agricoles est vendu 
contre paiement dans la monnaie du pays acheteur. Les sommes représentant le 
produit de la vente sont — en majeur partie — de nouveau mises 4 disposition du 
pays en question, sous forme de préts. 

L’auteur reconnait que ce systéme présente certains avantages. A la longue, les 
désavantages moins visibles au début — tels que la continuation d’une politique 


agraire peu raisonnable aux Etats-Unis et la création, dans les pays acheteurs, 
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d’une situation faisant paraitre moins urgents les problémes relatifs 4 la population 
et ala modernisation des méthodes appliquées en agriculture — l’emportent cepen- 


dans sur les avantages. Cette utilisation des excédents barre la route sur laquelle le 
commerce international contribue au progrés économique: en affaiblissant les 
intéréts traditionnels au profit de groupes progressistes du pays. On ne saurait 
trouver de l’appui pour une politique commerciale plus libérale auprés des mi- 
lieux qui seraient favorables aux importations commerciales 4 conditions que 
celles-ci leur donnent la possibilité de financer leurs exportations de produits 
agricoles. Des considérations de ce genre sont particuliérement utiles 4 une époque 
ot les Etats-Unis sont obligés de trouver de nouvelles solutions aux problémes en 
relation avec les intéréts régionaux et le commerce des matiéres premiéres, pro- 
blémes créés par l’accélération des transformations technologiques de l’agriculture 
du pays. 








MARKETABLE SURPLUS 
OF FOOD AND PRICE FLUCTUATIONS 
IN A DEVELOPING ECONOMY} 


I 


Many of the underdeveloped countries of the world, particularly 
those that are making strenuous efforts to bring about rapid eco- 
nomic growth, are plagued by sharp fluctuations in the prices of 
foodgrains from year to year. Such sharp fluctuations in foodgrain 
prices upset the programmes of development of these countries and 
on the whole create an important obstacle in the path of smooth 
development. In discussions of the subject, however, the problem 
of price fluctuations in foodgrains has not been adequately distin- 
guished from the more general problem of food, which is one of 
increasing total food production sufficiently to meet increasing 
demand. 

Discussions about India’s food problem have for instance been 
concerned mainly with the total food production in the country and 
measures for increasing it through the five year plans. Even the 
discussion that has been stimulated by the price fluctuations that 
have taken place during the last few years has concentrated on total 
food production and estimates of what the total demand is likely to 
be in the future. This is the basic approach also of the Indian Food- 
grains Enquiry Committee*, though the Committee has also dis- 
cussed at some length the behaviour of intermediaries and has criti- 
cised their tendency to accentuate rising and falling prices, whenever 
they occur. However, prices of foodgrains depend on the amount of 
foodgrains that is marketed and not just on total production. Yet, 
the problem of the proportion of total foodgrain production that is 
marketed and its relationship to price movements has received 


1. The present paper was written when both the authors were at Cambridge, 
Mass., P. N. MATHUR at the Harvard Economic Research Project and H. Eze- 
KIEL at the Center for International Studies, MIT. 

2. Report of the Foodgrains Enquiry Comittee (Chairman: Ashok Mehta), Govern- 
ment of India, New Delhi, 1957. 
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comparatively little attention®. This problem is examined in the 
present paper. 


II 


The behaviour of foodgrain prices is dependent not merely on the 
total production of foodgrains but also on the proportion of it which 
is marketed. This amount is usually described as the marketable 
surplus, but a closer glance at the reality behind the marketing of 
foodgrains by the vast masses of semi-subsistence farmers in under- 
developed countries raises doubts about the advisability of using 
this term itself. The use of the term marketable surplus in this con- 
nection implies that the producers of foodgrains retain whatever is 
necessary for their own consumption and sell the surplus in the 
market. It implies further that the money income obtained in this 
way is utilised for the purchase of the farmer’s other requirements 
and the balance is held in the form of monetary savings. 

In the poor and uncertain economy of the underdeveloped coun- 
tries, this analysis of the marketing process underlying the concept 
of marketable surplus hardly describes the true situation. It would 
be much more accurate and certainly much more helpful in under- 
standing the situation to say that farmers sell that amount of the 
output which will give them the amount of money needed to satisfy 
their cash requirements and retain the balance of their output for 
their own consumption. The residual is thus not the amount sold 
but the amount retained. If prices rise, the sale of a smaller amount 
of foodgrains provides the necessary cash and vice versa. Thus, 
prices and marketable surplus tend to move in opposite directions‘. 

It should be clear that the amount of foodgrains retained by the 
farmer in any normal year is not adequate to satisfy his needs. If, 


3. For a discussion of the role of the marketed surplus of foodgrains in eco- 
nomic development in the light of the historical experience of Russia, China and 
Japan, see PopuvaALt, R. N., “‘Economic Development and Marketed Surplus in 
Agriculture”’, Agricultural Situation in India, Vol. xi, No 5. 

4. In an investigation conducted under the auspices of the Gokhale Institute 
of Politics and Economics in the Akola and Amraoti districts of the state of Maha- 
rashtra in India during 1955-56 and 1956-57, it was found that while prices 
increased by about 33 per cent between the two years, sales decreased by about 
7-5 per cent. This was in spite of the fact that total production had increased by 
about 38 per cent. 
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in any year, therefore, he is able to retain more than usual, the extra 
amount helps to satisfy his needs for food to a somewhat greater 
extent than usual. What has been said so far should not be taken to 
mean that the farmer’s demand for cash income is necessarily com- 
pletely fixed. It is probably likely that an increase in food consump- 
tion will be accompanied by some increases in the consumption of 
non-food consumer goods for which an increase in cash income will 
be necessary. The point is that demand for cash income is more nearly 
fixed than demand for food consumption and the use of the term 
marketable surplus, therefore, tends to be misleading. The question 
here is not, however, one of terminology. Whatever term is used, the 
basic features of the underlying reality should be clearly appreciated®. 

In understanding the process by which the amount of foodgrains 
that is marketed is determined, it is also necessary to pay some atten- 
tion to the question of the form which savings take. The concept of 
marketable surplus, as pointed out earlier, suggests that the cash 
income of the farmer in excess of his cash requirements is saved by the 
farmer in cash. Unfortunately, this is rarely the case. The farmer in 
an underdeveloped country in fact tends to hold in kind® any part of 
his retained foodgrains which are in excess of his immediate con- 
sumption requirements’. Sales of foodgrains thus tend to be deter- 
mined by cash requirements independently of saving potentialities. 
The explanation for this preference for saving in kind over saving in 
cash appears to lie in the extreme uncertainty that prevails about both 
weather and prices in the next year. The farmer apparently feels 
safer with the foodgrains in his bin than with money in his saving 
account (which he rarely has in any case). Whatever the explanation 
—and this is a matter to be looked into in relation to an appropriate 


5. It might perhaps be best to use the neutral term, marketed proportion of 
foodgrains. 

6. See section 1v below. 

7. There is a tendency in certain areas to feed surplus foodgrains to cattle. 
This has been found to be true especially in the Punjab and western districts of 
Uttar Pradesh in India (particularly with reference to gram). It may be true 
elsewhere as well. In what way this affects the cattle economy needs to be looked 
into, but the fact that this tendency does exist is a matter which plays a part in 
making the marketable surplus move inversely to prices. Recognition of its 
existence may make possible appropriate measures to meet the situation, though 
probably the ultimate remedy lies in a solution of the cattle problem itself. 
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food policy for a developing economy—the fact remains that the 
immediate implication of this behaviour for the marketed proportion 
of foodgrains is not very favourable. 

The behaviour that has been described above may be construed as 
the reaction of an intrinsically non-monetised economy operating on 
the margins of subsistence to the monetised world around. The conse- 
quences for the price system in a country where a substantial portion 
of the economy is of this type are both interesting and instructive. 
An increase in the prices of agricultural products makes it possible 
for the cultivator to satisfy his monetary requirements by selling a 
smaller quantity of foodgrains than before. The amount of food- 
grains coming onto the market thus tends to get reduced, producing 
in its turn an upward pressure on prices. This spiralling effect con- 
tinues until the non-agricultural section of the population is forced 
to accept a reduction in its foodgrain consumption and the quantity 
demanded falls to the smaller amount that is now supplied. This 
burden on the non-agricultural sector is of course mitigated to the 
extent that agriculturists are willing to expand their monetary 
requirements in the relatively favourable situation in which they 
are now placed or are forced to do so by insistence that they discharge 
accumulated obligations from past periods’. 

Broadly speaking, a tendency towards falling prices sets up a 
spiral in the reverse direction. Now the cultivator has to sell more to 
meet his monetary requirements. The consequent increase in the 
amount of foodgrains on the market depresses prices still further with 
an equilibrium being reached at the level at which the non-agri- 
cultural population is able to absorb the increased supply or ade- 
quate exports take place. The downward movement in prices is of 
course mitigated to the extent to which the farmer is able to post- 
pone payment of his monetary liabilities or contract his non-food 
consumption. It is interesting to note that, in the effort to maintain 
his cash income in the face of falling prices for his product, the farmer 
tends to sell any stocks of foodgrains built up by him in the previous 
year (when high prices prevailed) and thus reinforces the downward 
movement of prices. It is apparent from the above discussion that any 

8. Long-run changes in the volume of indebtedness in real terms are, there- 
fore, likely to influence the extent to which agriculturists are able to increase 
their own consumption of foodgrains when prices rise. 


9 
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initial tendency towards an increase or decrease in foodgrain prices 
is reinforced by the effect this initial movement produces on the 
volume of foodgrains that is marketed by the farmer. This is one of 
the important reasons for the much wider fluctuations that take place 
in the prices of foodgrains as compared with those of other commodi- 
ties ®, 


III 


The validity of the above explanation of the interrelationship between 


prices and marketed surplus depends, it should be emphasised, upon — 


the character of the economy that is under consideration. The term 
marketable surplus, with exactly the implications explained above, 
does apply in its entirety to an advanced economy where the farmer 
has a much higher standard of living. Here the farmer does retain 
for his own consumption whatever foodgrains he needs for his own 
consumption, marketing the surplus of his output and holding the 
balance of unspent cash in the form of money saving. This is because 
his income as a whole is high enough for him to satisfy fully his needs 
for foodgrains without difficulty out of his total output and leave a 
sufficient surplus to give him a relatively high cash income. Even in 
underdeveloped countries, it is not unlikely that the behaviour of a 
small proportion of farmers who are better off would be better ap- 
proximated by this description. This suggests that higher agricultural 
production per capita and consequent increases in agricultural in- 
come offer the best solution to the problem of wide fluctuations in 
foodgrain prices. When the per capita income of the farmer rises 
above the level at which the farmer’s foodgrain needs are more or 
less satisfied, the inverse relationship between price and marketed 
surplus will be less likely to hold and the existing instability in the 
foodgrain market will probably be considerably reduced. 

In effect this means that the solution to what is after all a problem 
of underdevelopment is nothing but development itself. This may be 
paradoxical, but is not as absurd as it sounds. In the long run, it 


g. The strength of the price movement in any particular direction may 
depend upon the character of the initial impulse, varying according to whether 
this comes from the demand side or from the side of supply. In what way and to 


what extent the character of the initial impulse influences the price movement is 
a matter which needs separate examination. 
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is the development of the country, which by raising the level of 
incomes of the producers of foodgrains, will make the marketed por- 
tion of output a genuine surplus over and above the normal con- 
sumption of the farmer and his family. Even before that stage is 
actually reached, every improvement in the farmer’s level of income 
will increase the flexibility of the farmer’s demand for cash income 
and thus reduce correspondingly the tendency for foodgrain prices to 
fluctuate’. In the meantime, other measures must be taken to miti- 
gate the situation. 

One suggestion that can be made in this connection is to increase 
the monetary requirements of the farmer. This is no doubt welcome, 
particularly when it is done in the context of increasing total output. 
It will undoubtedly increase the share of marketed to total output in 
the long run, but this will not in itself do anything to stabilise food 
prices!!. It might in fact function as a destabilising influence if the 
large cash requirement is highly rigid. A large and rigid cash re- 
quirement would force the farmer to function exactly in the way in 
which he functions today, thus causing wide price fluctuations in 
foodgrain prices. This is particularly likely where the increase in the 
farmer’s cash requirement has been brought about by an increase in 
land rent or taxation which is rigidly fixed in monetary terms and 
unresponsive to price changes. 

It is clear, therefore, that if an increase in cash requirements is 
to be useful in reducing price fluctuations, it must be flexible in the 
right direction. Cash requirements must tend to vary in the same 
direction as price. This is what will tend to happen when an increase 
in cash requirements is brought about through a widening of non- 
food consumption out of increasing income. A rise in the prices of 
foodgrains will then be generally considered in terms of the oppor- 


10. This throws an interesting sidelight on the problem of ceiling on holdings 
which has been engaging attention in India. A larger proportion of relatively 
large holding may be better from the viewpoint of the stability of the economy. 
A policy of reducing the size of holdings by the imposition of ceilings on holdings 
may tend to increase the instability of foodgrain prices, whatever other justifi- 
cation such a policy may have. 

11. Two interesting questions that require separate examination are (a) the 
factors that influence the long run trend in the proportion of total output that is 
marketed, and (b) the factors that influence the prices of foodgrains in the long 
run, of which the long-run trend in the marketed surplus is only one. 
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tunity it offers to consume more of the non-food consumer goods for 
which a taste has now been acquired. Thus the tendency to reduce 
sales of foodgrains as their prices rise will be less marked and hence 
the spiralling effect on prices will be less strong. Similarly, when 
foodgrain prices tend to fall, the volume of expenditure on non-food 
consumer goods will be reevaluated in terms of the larger quantity of 
foodgrains that has to be given up for the purpose. Hence, the 
tendency to put more food on the market when food prices fall will be 
less effective. There is thus a powerful case for encouraging the con- 
sumption of non-food consumer goods amongst foodgrain producers 
as an instrument for reducing price fluctuations in foodgrains™. 

It has been stated above that an increase in land rents or taxation 
fixed rigidly in money terms may actually prove to be destabilising, 
whatever other benefits it may have. It is possible, however, to devise 
a system of land taxation which would have a stabilising influence. 
The object clearly is to reduce the farmer’s demand for cash when 
prices fall and to increase it when prices rise. One way to do this would 
be to make the amount of such taxes variable with the market prices 
of foodgrains or to fix them in terms of quantities of foodgrains. It is 
not necessary for this purpose to make these taxes and rents payable 
in kind, there being obvious administrative difficulties in doing this. 
It must be admitted, however, that it would not be very much easier 
administratively even to make the amount of the tax, though payable 
in money, vary with foodgrain prices. Administrative delays would 
create difficulties. A system of advance payment of rents and taxes 
when prices are tending to rise to offset against payments due in 
years when prices tend to fall would be another, perhaps more practi- 
cable method of making the farmer’s demand for cash fluctuate in 
the same direction as prices. 


IV 


Attention has been drawn above to the part played by savings in kind 
in the instability of foodgrain prices. The tendency of the farmer to 


12. Encouraging the consumption of non-food consumer goods by farmers 
will also have other favourable effects. For instance, it may tend to increase the 
volume of foodgrains that will be released when surplus labour is withdrawn from 
the soil. This question is discussed in an unpublished paper on « Disguised Unem- 
ployment and Marketed Surplus in a Developing Economy”’ by HANNAN EZEKIEL. 
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hold stocks of foodgrains' when these are surplus to his own con- 
sumption requirements in times of rising prices and to disgorge them 
on the eve of the next good harvest accentuates the effects which are 
produced by the reaction of his food consumption to price variations. 
It is necessary to understand that this stock holding on the part of the 
producer is not speculative in character, for the essence of speculative 
holding of stocks would be the realisation of gains at the highest price 
levels reached and this does not occur at all. The intention in holding 
stocks is not, in fact, to make gains out of rising prices but to safe- 
guard against the future, whose uncertainty is feared. Whatever may 
be the effect from the social point of view of the disgorging of such 
stocks in times of falling prices in the subsequent year—namely, an 
accentuation of the price fall—from the point of view of the individual 
farmer, it does provide protection against too sharp a reduction in 
food consumption at a time when more foodgrains have to be sold to 
meet his minimum monetary requirements. 

It is important to realise that the form in which the farmer makes 
his savings in any particular year in which high prices have improved 
his economic situation prevents these savings from contributing any- 
thing to an improvement in his productive capacity. Monetisation 
of these savings would certainly contribute to their utilisation towards 
production and may in any case be used to add to the earnings of the 
farmer during the intervening period. Such monetisation would have 
in addition a stabilising influence on foodgrain prices by reducing 
the extent to which the farmer varies his marketable surplus in re- 
sponse to variations in foodgrain prices. 

Monetisation of those of the farmer’s savings which arise from 
increases in foodgrain prices appears to hold out promise of improve- 
ment in the food price situation in addition to other gains for the 
economy. Since the tendency to hold surplus foodgrains in the form 
of stocks originates from the existing uncertainty about the future, 
anything which reduces this uncertainty will presumably weaken 
this tendency. Uncertainty about the future prevails both with regard 


13. This tendency has been observed by one of the authors in the Akola and 
Amraoti districts in India, where he conducted a detailed investigation of the 
farm economy by the cost accounting method for two years. See ‘“Time Pattern 
and Quanta of Purchase and Sale of Jwar by the Peasants of Vidarbha’”’ by 
P. N. Matuur in Artha Vijnana, March 1959. 
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to crop conditions that will hold in the next year and to the prices 
that will obtain at that time. Anything which reduces the uncertainty 
about the condition of the crop from year to year like assured irri- 
gation facilities will be therefore welcome and so will minimum 
assured harvest prices. 

So long as uncertainty about the economic condition of the farmer 
in the next year remains however, the farmer will still feel the need 
for some protection against its adverse effects on himself. Do money 
savings offer any less protection to the farmer in this context than 
savings in stocks of foodgrains? Over the short period under consider- 
ation there cannot be any doubt that actually the reverse is true. 
Money savings would actually grow over the period, while foodgrain 
stocks suffer from wastage and loss in various forms during storage. 
More important, however, is the fact that the money value of food- 
grain stocks will be actually lower when prices fall in the subsequent 
year, even if one abstracts from the depressing effect which the ap- 
pearance of these stocks produces on foodgrain prices. The farmer, 
therefore, clearly obtains less protection by holding his surplus of 
foodgrains in the form of stocks in a year of rising prices and 
selling them when prices fall than he would obtain by converting 
this surplus into cash at high prices and holding them in the form 
of money savings for utilisation in periods when food prices are 
lower. 

The tendency of farmers to hold their savings in kind in spite of 
these facts can be due only to the absence of the habit of saving in 
money amongst semi-subsistence farmers'*. Education of the farmer 
in the advantages of money savings and the setting up of a network of 
efficiently organised savings institutions are necessary if the habit of 
saving in money instead of in kind is to be inculcated amongst the 
farmers of the underdeveloped countries. This is clearly a matter of 
organisation. Though some savings institutions are being set up in 
the rural areas, the importance of the role they can play in this par- 


14. This highlights the fact the monetary system has not really penetrated the 
farm economy. Monetisation of the economy may result from social change of the 
type discussed above, which provides the institutional framework for monetisa- 
tion and tries to encourage it through education. Monetisation will also be in- 
fluenced by rising standards of living. Encouraging the consumption of non- 
food consumer goods will also play a part in the whole process. 
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ticular connection has not so far been recognised". Nor has sufficient 
attention been devoted in programmes of rural uplift to making the 
farmer realise the importance of saving in money, particularly when 
a period of rising prices has given him a surplus of foodgrains. 

In essence the above argument pinpoints the comment made 
earlier that the behaviour of the farmer in holding stocks of foodgrains 
rather than cash in the circumstances discussed “‘may be construed 
as the reaction of an intrinsically non-monetised economy operating 
on the margins of subsistence to the monetised world around”’. What 
has been recommended above amounts in effect to bringing about an 
increase in the degree of monetisation of the rural economy. It follows 
also that to the extent that the rural economy is to an increasing 
extent not just a semi-subsistence economy, so that there is both 
increasing specialisation and increasing productivity of the soil, this 
reaction will become subdued and will ultimately die out. This is of 
course what will happen as development proceeds and once again 
it will be true to say that the remedy for the problems of under- 
development is development itself. 


V 


Until these problems have been solved, however, and levels of pro- 
duction have been raised to levels at which the inverse relationship 
between prices and marketed surplus no longer holds, it will be 
necessary to devise measures to ensure that sharply rising or falling 
prices are prevented from coming into operation at all or are ap- 
propriately counteracted. It is not intended to discuss these measures 
in the present paper since they do not in general have any special 
effects on the proportion of total output that is marketed by the 
farmer. It may be useful, however, to examine the s| 2m of food 


15. According to this analysis, rural savings banks will increase their deposits 
during periods of rising food prices but decrease them during periods of falling 
prices. Yet, their basic function in a developing economy is to mobilise savings 
for long-term capital formation rather than to hold them over relatively short 
periods in this way. If, however, success attends efforts to persuade the farmer to 
transform his foodgrain surplus into money when food prices are rising, this will 
have a stabilising influence on foodgrain prices and in time on the fluctuations of 
deposits themselves. The habits of saving in money which will have developed in 
this way will then contribute to a steady growth in savings deposits as desired. 
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zones which has been set up in India with the object of controlling 
fluctuations in food prices. 

Under the system of food zones, the whole country has been di- 
vided into a number of zones for the purposes of food administration. 
Movement of foodgrains is freely permitted within each zone, but is 
restricted between zones. The organisation of the zonal system has 
been governed by the idea of self-sufficiency. Each zone is thus com- 
posed of a number of areas, some of which generally suffer from a 
scarcity of foodgrains, while others usually have a surplus. It was 
believed that the surplus areas would be able to meet the excess 
demand for foodgrains from the scarcity areas and that this would 
prevent prices from rising in these areas. In effect, however, the 
organisation of the zonal system along these lines made each zone 
into a miniature country in which all the effects of a rise in prices on 
the marketable surplus, which have been discussed in this paper, 
would have free play. The pressure on prices emanating from the 
deficit areas caused a reduction in the marketable surplus in surplus 
areas thus aggravating the problem for each region. 

In the light of the above analysis, it might prove useful to cordon 
off the surplus and deficit areas into separate zones. In this way, the 
surplus could be made immune to any pressure on prices emanating 
from the deficit areas. The excess amounts of foodgrains thus made 
available could then be siphoned off into the neighbouring deficit 
areas. 


Gokhale Institute, Poona P. N. MaTHur 
University of Bombay HANNAN EZEKIEL 


SUMMARY 


The paper deals with the relationship between the proportion of foodgrains that 
is marketed and the price level in an underdeveloped country, where farmers 
live on the margin of subsistence. Such farmers sell that amount of their output 
which is sufficient to given them the amount of money they want and retain the 
rest for their own consumption. Therefore, if prices rise, they sell less and if prices 
fall they sell more. Even if any part of the retained output is surplus to the farmer’s 
own requirements in any particular year, the farmer tends to hold this surplus 
in the form of stocks rather than to sell it for money. He thus saves in kind rather 
than in money. These stocks are disgorged when prices fall. An upward or down- 
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ward tendency in food prices thus tends to be accentuated by changes in the 
proportion of foodgrains output that is marketed by tne semi-subsistence farmer. 

The inverse relationship between prices and marketed surplus will disappear 
as development proceeds. In the meantime, other measures must be taken to 
counteract it. An increase in the monetary requirements of the farm will not by 
itself help to solve the problem. These monetary requirements must become 
flexible in the right direction. A widening of non-food consumption out of in- 
creasing income will achieve this result. Fixing land taxes so that they vary with 
food prices or providing for their advance payment in periods of high prices will 
also have the same effect. 

The tendency to save in kind helps neither the price level nor the farmer. 
Farmers must be encouraged to save in money during periods of rising prices 
and to use these savings in periods of falling prices. The paper examines the 
systein of food zones in India in the light of the above analysis. It argues that the 
present system of including surplus and deficit areas in each zone tends to ac- 
centuate movements in food prices. Deficit and surplus areas should be separated 
from each other and surpluses of the latter should be siphoned off into the former 
through official channels. 


ZUSAMMEN FASSUNG 


Verkduflicher Agrariiberschuss und Preisbewegungen in einer Entwicklungswirtschaft. Der 
Artikel behandelt die Beziehung zwischen dem Anteil der Nahrungsprodukte, der 
in den Handel gelangt, und dem Preisnivezu. In unterentwickelten Landern, 
wo die Bauern an der Subsistenzgrenze leben, verkaufen sie nur soviel von ihren 
Erzeugnissen, als ausrcicht, ihnen die gewiinschte Geldmenge zu verschaffen; 
den Rest behalten sie fiir den eigenen Verbrauch. Sic verkazufen daher weniger, 
wenn die Preise steigen, und mehr, wenn sie fallen. Auch wenn in bestimmten 


Jahren cin Teil der zuriickbehaltenen Produktion den Eigenbedarf iibersteigt, 


tendiert der Farmer dazu, den Uberschuss eher in Form von Vorraten anzu- 
sammeln, als ihn gegen Geld zu verkaufen. Er spart somit eher in Waren als in 
Geld. Diese Vorrate werden aufgelést, wenn die Preise fallen. Es besteht somit die 
Tendenz, dass Aufwarts- oder Abwartsentwicklungen der Agrarpreise durch Ver- 
anderungen in der Grésse des gehandelten Anteils der Agrarprodukte akzentuiert 
werden. 

Mit dem Fortgang der Entwicklung wird die inverse Beziehung zwischen 
Preisen und verkauflichem Uberschuss verschwinden. In der Zwischenzeit muss 
ihr mit anderen Massnahmen entgegengewirkt werden. Eine Steigerung des 
Geldbedarfs der Farm tragt zur Lésung des Problems nicht von selbst bei; der 
Geldbedarf muss ia der geeigneten Richtung flexibel werden. Dieses Ergebnis 
ist mit einer Erweiterung des Konsums an Nicht-Nahrungsmitteln aus steigenden 
Einkommen zu erreichen. Denselben Effekt hatte die Festsetzung von Grund- 
steuern, die mit den Agrarpreisen variieren, cder die Einfiihrung von Steuer- 
vorauszahlungen in Perioden hoher Preise. 
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Die Tendenz, in Waren zu sparen, ist weder dem Preisniveau noch den Bauern 
dienlich. Die Produzenten miissen ermutigt werden, wahrend Perioden steigender 
Preise Geld zu sparen und in Perioden fallender Preise auf diese Ersparnisse zu- 
riickzugreifen. - Das System der Agrarzonen in Indien wird im Licht der eben 
gewonnenen Erkenntnisse analysiert. Es wird festgestellt, dass das gegenwartige 
System, in jede Zone Uberschuss- und Defizitregionen einzuschliessen, dazu 
tendiert, Agrarpreisbewegungen zu akzentuieren. Defizitregionen und Uber- 
schussregionen sollten voneinander getrennt werden, und Uberschiisse der 
letzteren waren durch offizielle Kand4le in die Defizitregionen abzusaugen. 


RESUME 


Excédent de la production agricole mis en vente et fluctuations des prix dans une économie en voie 
de développement. Cet article traite de la relation existant entre la part des produits 
alimentaires mis en vente et le niveau des prix. Dans les pays sous-développés ot les 
paysans vivent dans des conditions se situant a la limite de la subsistance, les agri- 
culteurs ne vendent de leurs produits que la part suffisant a leur procurer l’argent 
dont ils ont besoin. Ils vendent moins quand les prix montent, plus quand ils 
tombent. Si la production de certaines année: dépasse la quantité nécessaire pour 
couvrir leurs propres besoins, les paysans — au lieu de vendre |’excédent — auront 
tendance a faire des provisions. Ils font donc plutét des économies en nature qu’en 
argent. Ils utilisent leurs provisions quand les prix tombent. Les fluctuations des 
prix des produits agricoles se trouvent de ce fait souvent accentuées par les modi- 
fications du volume de |’excédent des produits agricoles mis en vente. 

Au cours du développement de |’économie, la relation inverse entre prix et 
excédent mis en vente disparaitra. Entre temps, il s’agit de la limiter par d’autres 
mesures. I] n’est pas dit que l’augmentation des besoins d’argent de la ferme contri- 
bue efficacement 4 la solution du probléme. II faut que les besoins d’argent de- 
viennent flexibles dans le sens voulu, ce qui pourrait étre réalisé par un élargisse- 
ment de la consommation de produits non-alimentaires lors de l’accroissement des 
revenus. L’introduction d’impéts de base variant selon les prix des produits agri- 
coles ou le paiement a l’avance de ces impéts en période de prix élevés aurait le 
méme effet. 

La tendance 4 économiser en nature n’est favorable ni pour le niveau des prix 
ni pour l’agriculteur. I] faut encourager les producteurs 4 économiser de l’argent 
en période de hausse et de recourir 4 leurs économies en période de baisse. — Te- 
nant compte des expériences les plus récentes dans ce domaine, l’auteur analyse le 
systéme des zones agraires aux Indes. II constate que le systéme actuel, compre- 
nant dans chaque zone des régions excédentaires et des régions 4 déficit, tend a 
accentuer les fluctuations des prix des produits agricoles. Les régions déficitaires 
devraient étre séparées des régions excédentaires; les excédents des unes pour- 
raient combler les lacunes des autres, en empruntant des voies officielles. 

















A NOTE ON AGRICULTURE 
IN THE EUROPEAN COMMON MARKET! 


United States support for the European Economic Cummunity (EEc) 
or Common Market has recently been reaffirmed by the Adminis- 
tration. The growth of an economic union among the six partici- 
pating countries—France, Germany, Italy, Netherlands, Belgium, 
Luxembourg—with a population of 170 million is hopefully viewed 
as a strong support for political coherence and amity in the western 
world as well as for its economic prosperity. 

In order that economic union contribute to these ends it is essential 
that it be implemented in a forward-looking, liberal, trade-creating 
manner. Protectionist and trade-diverting implementation could 
bring neither unity nor prosperity but would tend toward division in 
Europe and in the western world. United States support for EEC is, 
therefore, and has always been predicated on a liberal Exc policy. 

The negotiations now under way in GATT (General Agreement on 
Tariff and Trade) in Geneva—under Article xxiv of the Agree- 
ment—aim to determine and assure compliance of EEc unification 
plans with the formal requirements of Garr. These requirements 
demand that, so far as internal arrangements are concerned, the 
economic union apply to all goods, agricultural as well as industrial ; 
and, with repect to the outside world, that the Common Market’s 
protection do not exceed the general incidence of the “tariffs and 
other regulations of commerce”’ practiced by the individual coun- 
tries making up the union. 

The arrangements thus far proposed by the EEc are now being 
tested in the so-called Article xxiv negotiations in GATT. The pro- 
visions of EEC’s so-called Common Agricultural Policy have raised a 
number of special problems. 

That there had to be a special policy for agriculture and agri- 
cultural products, in contrast to industrial products, had been clear 
from the outset. It would be unrealistic to overlook the special 
situation in which agriculture finds itself; and special provisions were 
clearly called for. But these special provisions—to be expressed in 


1. This article expresses the personal opinions of the author and does not 
necessarily reflect officially accepted views. 
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a Common Agricultural Policy—have never been understood to 
aim at more than the establishment of procedures that would allow 
internal market unification to develop more gradually than in the 
case of industrial products. In this manner the special situation of 
agriculture was to be taken into account. But outsiders were assured 
that no increase in external protection was intended. 

Since the publication on June 30, 1960, of the EEc Commission’s 
proposals for a Common Agricultural Policy, it has become clear 
that the essence of the present plans of the EEC is to take most of their 
agriculture altogether out from under the discipline of GATT as now 
written. This is to be accomplished by a system of variable import 
levies on grains, pork, poultry, and eggs. Quantitative restrictions 
may also apply. For some of the remaining agricultural commodities 
for which fixed tariffs are proposed, special market regulation, prefer- 
ences for overseas or associated territories, and quantitative emer- 
gency restrictions are envisioned. Fixed tariffs, in some further cases, 
are proposed at very high levels. Export surpluses are expected to 
result from higk producer prices protected by such measures; and 
subsidies are proposed for their disposal at home and abroad. 

It would be understandable if for some time to come agricultural 
protection toward third countries were to be maintained at present 
levels. The countries’ plans, however, are likely to result in an in- 
crease of protection and hence expansion of output and reduction of 
imports. For the time being no agreement has yet been reached by the 
member governments with respect to price levels. But their reaction, 
and the reaction of agricultural interests, to the June 30, 1960, pro- 
posals of the EEc Commission made it obvious that any conceivable 
common price levels will, on the average, bring an increase. High- 
price countries are unwilling to lower farm prices; low-price coun- 
tries would probably be willingly inclined toward increases. The 
resulting average increase will mean a substantial increase precisely 
in areas where expansion of output is most feasible and likely. In these 
circumstances the envisioned producer price unification has a built-in 
tendency toward increased protection, expansion of output, and 
“surplus” production. 

It is only natural that the EEc Commission, which can contemplate 
all these facts and prospects more analytically than can the individual 
governments, has given thought to ways and means of coping with 
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the internal and external problems that have arisen. In a number of 
conversations with officials of the Commission this writer has sug- 
gested that the possibilities of a system of producer subsidies might 
well be explored under several points of view: First, a unification of 
market prices could at once accomplished. Second, market prices 
would be nearer world parity and would result in expanded con- 
sumption for products of elastic demand—fruits, meat, eggs, and (via 
derived elasticity) feed grains. Third, imports could be completely 
freed from quantitative restrictions and subject to moderate fixed 
tariffs as the only form of import protection. Fourth, the insistence 
of the higher-protection countries upon maintenance for an in- 
definite period of their levels of protection could be made less diffi- 
cult to deal with—each to supplement the unified market price by 
producer subsidies of varying extent. The gradual reduction in the 
subsidies would then permit of a smoother, more long-term, and more 
flexible approach to the ultimate alignment of producer prices. Fifth, 
such a system could avert a great danger: the danger of a built-in 
increase of protection with ail its consequences due to price unifi- 
cation being possible only at too high a level if it were applied to 
producer prices and had to be applied soon. To repeat, under this 
system market prices would at once be unified; producer prices in 
each country could for the time being be kept unchanged. 

The Agricultural Directorate of the EEC Commission has now 
published a study of the system of producer subsidies or “deficiency 
payments’. It is a careful piece of work and reflects credit upon the 
research activities of the Commission. The findings of the study are 
interesting. It is pointed out that under the system no quantitative 
restrictions on imports would be needed. The distortion of trade flows 
that now occurs as a result of the existence of quantitative restrictions 
would cease. The suspension of imports or excessive fluctuations in 
imports that are the consequence of certain other systems of price 
support would not occur under the deficiency payments system. 

It is also acknowledged that producer subsidies, while still giving 
the farmer an adequate price, would not raise the price to the con- 
sumer. The consumer would have the advantage of seeing his ex- 

2. Bilans et études sur les marchés agricoles: Quelques considérations au 


sujet du systéme de Deficiency Payments en agriculture et le codte de son appli- 
cation dans la CEE, CEE Commission, décembre 1960. 
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penses for foodstuffs reduced. Lower prices would raise the con- 
sumption of products with higher elasticities of demand. 

On the other hand, the authors of the study point out, producer 
subsidies would inject undesirable rigidity into farm operations. 
Agriculture’s adaptation to changes in market conditions would be 
impeded. But nowhere do they indicate that effective production and 
marketing controls are an inevitable corollary of all artificial pricing 
for producers, whether through support prices or producer payments. 
The general situation of agriculture in the EEC appears to be con- 
templated from the point of view of Europe as a net importer, in 
accordance with the well-established custom among European policy 
planners to assume that importing countries are entitled to go right 
ahead expanding until self-sufficiency is reached ; while in the case of 
exporting countries, the need for a reasonable linking of production 
policy to price policy is more readily acknowledged. 

In its final conclusions the study dwells mainly on the ‘“‘onerous” 
direct costs of the deficiency payments systems. The authors calcu- 
late that the payments necessary to maintain producer prices in EEC 
at the German level would range from 29 to 35 percent of the value 
of total marketings of the products to which the system would apply. 
If the present French producer price level were aimed at, this per- 
centage would range from 12 to 18 percent. The authors do, however, 
add that for society as a whole the total cost of price support for 
agriculture—direct treasury disbursements or higher prices paid 
by the consumer—would be about the same under any kind of sup- 
port system. The recognition of this fact must be welcomed since 
usually the cost of the producer subsidy system is overemphasized. 
Naturally the complications that arise as a result of the greater 
burdens for the Treasuries cannot be disregarded. But the system’s 
built-in pressure towards moderation of protection, which must be 
welcomed, would result precisely from the “‘visibility’’, so-to-speak, 
of support by Treasury payments. 

While it is gratifying to see a study of this quality emanate from the 
research work of EEC, it is obvious that it has neglected the point of 
view to which it should have been primarily devoted. As explained 
above, so far as the Common Market is concerned, the possible ad- 
vantages of a system of farm support via deficiency payments rather 
than support prices would seem to lie in the possibility of avoiding an 
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increase in overall agricultural protection. Market prices could at 
once be unified, while producer prices in each country could, for the 
time being, be kept unchanged and could be aligned with each other 
as gradually as would seem feasible over the next few years. 

This fact would avoid the need for raising prices in the near future 
in the very areas where production could expand. It would also be a 
means of avoiding an import regime for agriculture that is incompati- 
ble with the spirit and the provisions of the General Agreement on 
Tariffs and Trade (Gatr). There would be no need for variable levies 
and quantitative restrictions that would tend to insulate EEc agri- 
culture from international competition. Imports could be completely 
freed from quantitative controls; moderate fixed tariffs would be- 
come acceptable to EEc as the only form of import protection. 

Market prices would, of course, not necessarily be unified at world 
price levels; they could be placed, say, at the present French or 
Dutch level, whichever seems more acceptable. In such a case de- 
ficiency payments might be much less than mentioned above since 
these percentages are based on the assumption that market prices 
would be at the “world” or import price level. If it were the French 
price level, no significant deficiency payments would be necessary in 
France or the Netherlands; while even in Germany deficiency pay- 
ments to producers could be of moderate amount (not the full differ- 
ence between world prices and the desired prices for German pro- 
ducers but only the difference between the French or Dutch price 
level and the desired German farm price). Total payments in EEC 
would, in such a case, perhaps be as low as 10 percent of the value of 
marketings. Incidentally, any possible merger between EEC and EFTA 
would also be facilitated if sec were to adopt some sort of system of 
producer payments. 

A negotiable system of agricultural protection and the avoidance of 
further intensification of such protection are of great importance to 
the maintenance of reasonable international trade relations between 
EEC and the other GArT countries. It would, therefore, be desirable 
if on the occasion of a review of the study the Commission could 
explore some of the indicated broader ramifications of the system. 


Foreign Agricultural Service J. H. RicuTer 
US Department of Agriculture 








THE IMPACT OF 
PRICE LEVEL CHANGES ON THE 
MEASUREMENT 
OF BUSINESS INCOME 


The effects of price level changes on the measurement of net income 
have been examined in a number of studies of individual firms. Most 
of these indicate that changes in the general level of prices have a 
varying and significant impact on the real income of the firm. As to 
the measurement of that income, however, the practices in both 
accounting and economics vary widely. 

The most common accounting practice is to measure income 
under the assumption that the monetary unit is stable. This assump- 
tion is of special importance since the money unit is the standard 
recording device for financial data. Income, most generally, is de- 
termined after deductions of various expenses that have been incurred 
in the current period and after the allocation of particular costs origi- 
nally recorded in some preceding period (mainly for capital con- 
sumption allowances) have been deducted from the income of the 
firm. Thus, when changes in the price level take place, costs that were 
recorded originally in a prior period are measured in terms of mone- 
tary units of a different purchasing power than that of the monetary 
unit of the current period. 

Since the purchasing power of the monetary unit represents differ- 
ent values in each of these periods, it becomes improper to calculate 
true net income by allocating a portion of original monetary costs 
against current sales. To do so would express costs on the income 
statement in terms of monetary units of different purchasing powers. 
The use of such a varying measuring rod to evaluate the financial 
results of business operations easily can lead to serious misinter- 
pretations of the income position. In fact, the measurement of income 
en a temporal basis becomes dangerous under such conditions. The 
comparison of income statements of different corporations in the same 
as well as in different industries loses effectiveness and validity when 
only the monetary and not the true incomes are revealed. Inter- 
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industries studies may give erroneous results as they are affected 
differently by price movements. 

Price level changes affect the measurement of income in two dis- 
tinct ways'. First is the fact that non-current costs will not be recorded 
in monetary units of the same purchasing power as other costs. Non- 
current costs such as depreciation, depletion and amortization 
determined by the application of a given rate of use against the origi- 
nal cost are mis-stated. Secondly, changes in the price level will 
change the purchasing power of the monetary assets of a firm. 
Repayments of liabilities will be in monetary units of a purchasing 
power different from the equivalent monetary units when the lia- 
bility was incurred. To represent a true picture of real income, 
these various gains and losses on the income statement together with 
the restatement of all items to units of a constant purchasing power 
e must be accomplished. 

" During a period of declining prices, income measured on the 
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| basis of a stable monetary unit would be understated. Taxes meas- 
. ured on the monetary income would be at a lower effective rate than 
4 the purported rate. The use of income to evaluate the managerial 


\e efficiency of the firm might lead to unwarranted criticisms of manage- 
. ment. Repercussions, too, are probable in collective bargaining. Con- 
¢ versely, increases in the general price level will lead to an over- 
statement of income if it measured on the assumption of constant 
. purchasing power. The effects would be the opposite of those for a 
y declining price level. 

| Although changing price levels do affect the measurement of in- 
- come, it is almost impossible to substitute a more stable unit for the 
monetary unit of account in the original recording of business trans- 








e 
5 actions. Adherence to the use of a monetary unit of account with a 
e built-in instability in its value is justified on the basis that it repre- 
:. sents the only practical alternative. It is suggested, however, that 
"| changes in the price level might be taken into account by the substi- 
. tution of monetary units of constant purchasing power in place of 
e | “record dollars’’. This process would involve deflating or inflating 
e the recorded values through the use of price indexes. It should be 
e recognized, to be sure, that the price indexes themselves are only 
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1. R. C. Jones, Effects of Price Level Changes on Business Income, Capital and 
Taxes, Columbus, Ohio, American Accounting Association, passim. 
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rough measures of changes in prices, particularly since such indexes 
either combine a number of unlike price movements or are available 
only for sectors of goods. The application of price indexes to recorded 
values to measure income in terms of constant values, however, must 
weigh the errors involved in this process against the misinterpretations 
of true income that follow the use of recorded values. 

The first major study of the overall effects of price level changes 
on the measurement of income were conducted by SWEENEY during 
the 1930’s*. The accounts of a public utility, a woolen mill and a 
textile factory were adjusted from recorded dollars to dollars of a 
constant purchasing power. For the public utility—a waterworks— 
for the accounting year studied (ending 31 October 1929) income in 
stabilized dollars was only 65 per cent of the recorded income. If 
purchasing power losses on cash and receivables, net of gains on 
current liability accounts, also were deducted, realized true income 
dropped to only 32 per cent of the original reported income. Stabili- 
zation of the accounts of the woolen mill had the effect of increasing 
an already reported loss. These two firms furnished examples of 
how income in recorded monetary units tends to overstate profits 
and understate losses in periods of rising prices. The third example 
studied a firm during a period of declining prices, and so found the 
reverse to be true. A considerable gain in purchasing power accompa- 
nied a drop in prices. Income in 1930, for exemple, would have been 
increased by some 245 per cent and a loss in 1931 would have become 
a profit in terms of constant purchasing power. 

What interest had been generated in the idea of stabilized income 
accounting during the period of rising prices in the 1920’s lessened 
considerably during the 1930’s when most prices were dropping. 
But interest was renewed with the advent of rapidly rising prices in 
the post-World War II era. Many business firms evidenced an interest 
in adjusting past lower costs to higher current costs especially as they 
related to depreciation charges and higher current replacement 
costs. Some firms were able to increase depreciation charges through 
the use of accelerated depreciation and price-adjusted depreciation. 
These practices led to a great deal of controversy. Both the Securities 
and Exchange Commission and the New York Stock Exchange 


2. Henry W. Sweeney, Stabilized Accounting, Harper and Brothers, New 


York, 1936. 














ies 


ge 











PRICE LEVEL AND MEASUREMENT OF INCOME 417 


frowned on attempts to convert reported income to a price-adjusted 
income, and the Committee on Accounting Procedure for the Ameri- 
can Institute of Accountants reaffirmed the principle of adherence 
to the idea of original cost*. The feeling was that adjustments in 
depreciation and other accounts to meet changes in the purchasing 
power of the monetary unit were neither practicable nor desirable. 
This did not kill off interest in the concept, however. 

A number of empirical studies concerned with the effects of 
price level adjustments in particular industries and firms followed. 
Jones conducted a valuable survey of the effects on capital and pro- 
fits of nine steel companies due to inflation for the years 1941 to 
1947. He found that adjusted net income was below reported net 
income in all the years. DEAN found similar results in his study of 
three companies in the electrical equipment manufacturing busi- 
ness®, Other studies included those by BreRMAN for a public utility 
industry*®, by Corsin for department stores’ and by Jones for four 
companies, a study sponsored by the American Accounting Associ- 
ation®. 

A study of the impact of price level changes on the size of the 
adjustment required to restate depreciation from original cost dollars 
to current dollars in selected manufacturing industries was made by 
Brown for the first quarter of 1948. Original cost depreciation was 
adjusted to current cost depreciation by the application of a con- 
version factor computed from the indexes of building materials 
prices and consumer prices. A depreciation adjustment—the differ- 


3. Committee on Accounting Procedure, American Institute of cpa’s, Ac- 
counting Research Bulletin No. 43, New York, American Institute of cpa’s, 1953, 
p. 67. 

4. R. C. Jones, “‘Effects of Inflation on Capital and Profits: The Record of 
Nine Steel Companies”’, The Journal of Accountancy, January, 1949, pp. 9-27. 

5. J. Dean, ‘‘Measuring Profits for Executive Decisions’’, The Accounting 
Review, April, 1951, pp. 185-196. 

6. H. Bierman, “The Effects of Inflation on the Computation of Income for 
Public Utilities’, Accounting Review, April, 1956, pp. 258-262. 

7. D. A. Corsin, “The Impact of Changing Prices on a Department Store’’, 
Journal of Accounting, April 1954, pp. 430-440. 

8. R. C. Jones, Case Studies of Four Companies, Columbus, Ohio, American 
Accounting Association, 1956. 
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ence between current cost and original cost depreciation—was made 
for net income for each group. Adjustments ranging from 2 to 14 
per cent were necessary for the individual groupings. 

Much of the controversy over current and stabilized income con- 
cepts stems from the confusion over just what is income. There is no 
uniformity in agreement over what should be included as income. 
Broadly and conceptually, one might approach income in the Hick- 
sian sense as “‘... the maximum amount of money which the indi- 
vidual can spend this week, and still expect to be able to spend the 
same amount in real terms in each ensuing week’’!®. This views in- 
come in a welfare context and looks upon the money spent as a 
measure of the satisfaction to be achieved from its expenditure. 
Income, in this sense, measures the amount that the individual can 
spend during a given period without being worse off at the end of the 
period. ALEXANDER follows the same line of reasoning for a business 
firm when he looks upon business income as the maximum amount 
which can be distributed to stockholders in any period and still leave 
the entity as well off at the end of the period as at the beginning". The 
measure of “being as well off” is in terms of maintaining the capital 
account intact. 

Accountants and economists are coming to greater agreement 
that the true measurement of income for a business firm must take 
place only after capital has been maintained intact. The problem 
then becomes that of agreeing on what constitutes maintaining 
capital intact. A first approximation might be to assume that capital 
is maintained intact if the earning power of the firm is maintained 
intact. Thus, the stream of a firm’s income would have to be divided 
into that portion which represents its earning power per se and that 
portion which represents merely a return on its capital. A further 
problem is that of evaluating equities. The firm would be required 
to discount the expected value of the equity and further to decide 
whether is was to use the rate of interest existing at the beginning of 
the period or at the end of the period. 


10. J. R. Hicks, Value and Capital, London, Oxford University Press, 1953, 
Pp. 174. 

11. S.S. ALEXANDER, “Income Measurement in a Dynamic Economy”, 
Five Monographs on Business Income, New York, Study Group on Business Income, 
American Institute of Accountants, 1950, pp. 10-12. 
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Picou has suggested that maintaining capital intact could be 
measured in terms of maintaining the physical capital intact!?, 
After all, income can be earned only after setting aside a sufficient 
amount to replace the tangible assets which have been consumed in 
the process of producing the revenue itself. The maintaining of 
physical capital intact most clearly relates to a national economy 
concept where all claims, except those by and against foreigners, 
cancel out. The maintaining of physical capital intact before the 
determination of true income is implicit in attempts to measure 
capital consumption through the use of replacement cost methods. 
The idea of maintaining physical capital intact assumes that the 
ability of the economy to produce a quantity of goods is related to 
the stock of capital and that the power of a given stock of goods to 
produce remains constant. 

It is this last assumption that causes trouble when this idea is 
applied to the measurement of income for a specific corporation. 
The relative value of goods changes constantly with the many shifts 
in consumer tastes, income, population and the institutional struc- 
ture of the market. The valuation of the physical capital of any firm 
will change according to the influence of the foregoing factors as well 
as because of general price level movements. A shift in favor of the 
products of a particular firm, ceteris paribus, will tend to shift the 
demand schedule for its products to the right thereby increasing its 
revenue. In the short run at least, this should have the effect of in- 
creasing the capitalized value of the physical assets of the firm. But, 
if we want to measure income in its true sense, the increase in income 
associated with the aforementioned market changes can only partially 
be regarded as income. We must deduct from this revenue the current 
costs of replacing the plant that was used up in producing the incre- 
mental revenue. But, for the individual firm, this increase is viewed 
as income because it does increase its ability to command more of 
the national product. The firm is better off to the extent that it is in 
better position to command a larger share of national output. 

The impact of technology introduces further complications into 
the idea of maintaining physical capital intact. An increase in the 
level of technology tends to permit an increase in the output with an 


12. A. C. Picou, “‘Maintaining Capital Intact’’, Economica, August, 1941, 
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input of resources the same or less than before. It becomes possible, 
as a result, to produce the same output with less capital than before. 
To maintain physical capital intact during a period of technoiogical 
advance, as a consequence, will understate income to the extent of 
the technological improvement. 

There has been some suggestion that the idea of maintaining 
physical capital intact be replaced by that of maintaining capacity. 
GrossE and BERMAN!’ suggest that capital coefficients be used to 
determine the capital required at the current time to maintain any 
level of output. The current cost of replacing capacity consumed in 
the production of revenue would be deducted from revenue to obtain 
income. Certain assumptions are necessary, however, dealing with 
full utilization of capacity and no change in the price or productivity 
of each factor involved. But, since such changes constantly are taking 
place, there is great doubt as to the operational effectiveness of such a 
measure for determining the true income of a firm. 

Traditional accounting theory, supported by a great deal of 
economic theory, tends towards the idea of maintaining physical 
capital intact. Income is earned only after allowing the company to 
recover the amounts that had been invested originally in the firm. 
But, the measurement of income in monetary terms only after allow- 
ing for maintaining capital will yield meaningful results only if the 
price level has been stable. Income so measured will represent the 
difference between the purchasing power obtained through the sale 
of goods and the purchasing power relinquished in the processes of 
production. A firm’s income, thus, would measure the increase in its 
ability to command goods. 

Likewise, income for the economy can be conceived of as measur- 
ing the increase in goods and services available after maintaining its 
stock of capital. For a firm, all increases in the value of net assets 
are treated as income, aside from increases arising out of capital con- 
tributions, and it matters not whether the increases stem from the 
operations of the firm or from fortuitous circumstances of the eco- 
nomy. This concept of income, related to purchasing power, seems 
to offer an acceptable approach to the idea of being as well off. Main- 

13. R. Grosse and E. Berman, “‘Estimating Future Purchases of Capital 
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taining the purchasing power of the physical capital is but a corol- 
lary. 

Since this accounting concept of income is used so widely, it is 
important that its limitations be recognized. The idea is valid so long 
as there are neutral effects emanating from the price level. Other- 
wise, a distortion of the true nature of income results. We, thus, arrive 
at the conclusion that a wholly acceptable concept of business income 
might be the maximum amount that can be distributed in dividends 
and still maintain the purchasing power of the capital employed by 
the enterprise intact. 

One might wonder just why accurate estimates of corporate and 
other types of income are useful. Immediate answers include help in 
evaluating managerial efficiency, as guides to decision-making in 
carrying out various corporate activities, as guides in determining 
tax policy and as aids in regulations affecting the allocation of na- 
tional resources. The major criterion for evaluating the effectiveness 
of management in discharging its functions still remains the maximi- 
zation of the difference between earnings and costs!*. A measure of 
income which most clearly describes management’s effectiveness 
must relate to those activities which are within the control of manage- 
ment. It is improper to measure as true income increases or decreases 
in revenue that arise because of changes in the general price level, 
which are beyond the control of any given firm’s management. In- 
come that includes price level changes tends to overstate the effec- 
tiveness of management during a period of rising prices and to under- 
state it in times of dropping prices. If the idea of maintaining physical 
capital or its purchasing power intact is followed, changes in relative 
prices must be considered. To the extent, however, that managerial 
policy has been the cause for a change in relative prices any changes 
in income that follow properly should be treated as income. Changes 
in the general price level must be eliminated from income to the 
extent that these changes are not the effect of managerial policy nor 
decision. 

To the specific firm, income measurement is important in helping 
determine policies affecting dividends, wages and expansion. The 
level of income becomes a long run maximum. Income that is the 

14. J. M. Yana, “‘Accounting in a Free Economy’’, The Accounting Review, 
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result of price level changes only will give the shareholders a false 
impression and might create pressures for a higher payout than sub- 
stantiated by real earnings. Paying out dividends under these circum- 
stances might have the effect in a period of rising prices of reducing 
the ultimate ability of the firm to command purchasing power through 
its capital account. In labor negotiations, the level of business income 
is a common factor that is used to argue the ability of the firm to pay 
higher wages. If part of the income is due to price level changes, the 
whole future picture may be distorted. Changes in the level of income 
are guides for management in the determination of future policies 
affecting expansion. Increasing income sets an atmosphere of opti- 
mism and creates an expectation of continued high income and en- 
courages expansion. The true nature of the underlying forces will not 
be disclosed and unwise managerial decisions might follow if income 
is based upon price level changes. Governmental units are interested 
in the level of income to assist them in the determination of their tax 
and another regulatory policies. Taxes based on current price levels 
may assess levies against the firm that have the effect of reducing the 
purchasing pewer of originally invested capital to the point that 
they become confiscatory. 

An appropriate concept of income must be consistent over time. 
An increased rate of return on investment and the future expectation 
of this level of return will increase the ratio of total output allocated 
for future production. Increased income thus becomes an important 
factor in affecting the determination of the level of capital formation. 
Inter-temporal comparisons of income are helpful to the investor 
as an aid developing his expectations as to the future levels of 
income and in evaluating his relative time preferences between 
the future and the present. A measure of income that serves these 
purposes would have to be free of influences exerted by the level of 
prices. 

Under the influence of business accounting practices, we find that 
the measurement of income takes into consideration three factors 
under most circumstances!5. These are related to the ideas of money, 
permanence and realization. The first postulates that money is the 
most convenient unit of account to measure business transactions. It 


15. Study Group on Business Income, Changing Concepts of Business Income. 
New York, Macmillan 1952, p. 20. 
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ignores changes in the value of money since these are accepted as 
characteristic of the monetary system itself. Historically, less atten- 
tion was given to changes in the value of money since the adoption of 
money was such an improvement over the former barter system. 
Conservative accounting has emphasized the nature of cost as the 
basis for accounting entries and has frowned upon making adjust- 
ments that are based upon forces not associated with the activities or 
records of a particular firm. 

The American Institute of Certified Public Accountants reflects 
the above attitude. In re-examining an earlier statement supporting 
the use of original cost, the Committee on Accounting Procedures 
stated in 1953 that: “Should inflation proceed so far that original 
dollar costs lose all their practical significance, it might become 
necessary to restate all assets in terms of the depreciated currency, as 
has been done in some countries. But it does not seem to the committee 
that such action should be recommended now if financial statements 
are to have maximum usefulness to the greatest number of users!®.”’ 
Some accounting groups do recommend that supplementary state- 
ments be prepared that explain the influence of the changing mone- 
tary value. 

Changes in price levels are caused by a number of forces and these 
do not always cancel themselves over the long run. Furthermore, the 
secular trend in most countries has been towards inflation. Thus, the 
entrepreneur will be faced constantly with the problem of a varying 
monetary unit of account. In addition, there are cyclical and seasonal 
factors that affect prices. Governmental fiscal and monetary actions, 
too, exert an increasing influence on a firm’s prices and income. The 
analysis of income on the assumption of a stable price level thus be- 
comes fallacious. 

The idea of permanence in accounting assumes that the enter- 
prise will continue to operate indefinitely. To assure permanence, a 
firm must have income and as a first minimum we might premise that 
a firm should continue to be able to operate indefinitely so long as it 
is able to maintain its purchasing power intact. A firm’s operations 
will be impaired if the measurement of income would lead to the 


16. Committee on Accounting Procedure, American Institute of CPA’s, 
Restatement and Revision of Accounting Research Bulletins, Accounting Research Bulletin 
No. 43. New York, American Institute of cAp’s, 1953, p. 69. 
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erosion of the purchasing power committed to it. Measuring income 
in terms of current dollars and then paying dividends, taxes and 
wages accordingly will bring about this erosion during periods of 
adverse price movements. Some accountants have attempted to 
handle these problems through the periodic revaluation of assets, but 
this is not always possible at law. 

The realization concept has implications for income measure- 
ment. Logically, income should be recognized in terms of a given 
production period, for example a period of sale. As a consequence, 
the entries in the balance sheet become of secondary importance as 
compared to those in the income statement. The whole idea of 
traditional accounting is to match revenue with costs and if this is to 
be so, it is necessary that the costs and revenue be calculated in terms 
of the same purchasing power. The realization postulate is incon- 
sistent with the concept of a stable monetary unit when, in fact, 
such a unit does not exist. 

There is little argument that important price level changes have 
taken place in recent years and that these have not followed an even 
pattern of change. For example, although the Bureau of Labor Index 
of Wholesale Prices in the United States has about doubled since 
1929, we find that the period has evidenced drops as well as increases. 
From 1929 to 1933, for instance there was a drop of about 31 per 
cent, followed by a rise of almost 14 per cent in two years. In spite of 
various controls, there was an approximate rise of 21 per cent during 
the war years. Further sharp gains took place after the war, followed 
by relative stability from 1948 to 1950. Another sharp increase during 
the 1950’s led to reasonable stability late in the decade. Price changes 
from year to year between 1929 and 1956 have shown as little as 0.2 
per cent to as high as 22 per cent. The arithmetic mean of annual 
changes for this period was 6 per cent. 

One of the first tasks in adjusting for price level changes is to find 
a suitable index, aided by general and specific indices. Varying 
results stem from the use of different indexes. The general preference 
among economists seem to be use specific indexes as inflators or 
deflators. Specific indices have the advantage in isolating changes in 
physical assets from changes in their price. They become useful in 
measuring such items as national income, capital consumption, aggre- 
gate national wealth and similar aggregates. Goldsmith used specific 
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deflating indexes in his attempt to handle depreciation expenses in 
his comprehensive study of wealth and saving in the United States!’. 
Accountants, on the other hand, seem to favor general indexes for 
adjusting purposes. Most of the studies that have examined the 
effects of price level changes on financial statements have used general 
price indexes or general indexes of another variety. 

A specific index attempts to measure changes in the price of a 
single commodity or group of homogeneous commodities. Its use is 
most appropriate in adjusting a value series into an index of physical 
volume!’, Ideally, the price changes measured by a specific price 
index should be weighted by the relative importance of each item in 
the account to be adjusted. The greater the discrepancy between the 
composition of the asset account to be adjusted and the weighting of 
the price index, the less appropriate is the use of the index. The use 
of specialized indexes tends to delete many changes in relative prices 
that affect general indexes, and so has the advantage of focusing 
attention on specific price movements rather than on the general 
price level. 

The general price index, on the other hand, measures more 
clearly changes in the value of money, attempting to restate all 
values into monetary units of equal purchasing power. The appli- 
cation of one general index to an assortment of asset values attempts to 
measure changes in the purchasing power committed to assets rather 
than the purchasing power which particular assets could command. 
It is recognized that there are many problems met in constructing a 
general price index. 

Results of adjustments will be quite different depending on what 
index is used as the base for the calculations. Brown, for example, 
found a 33 per cent adjustment in depreciation if he used a building 
materials index but of 64 per cent if he used the consumer price 
index!®, Jongs indicates certain advantages to the use of the con- 
sumer price index, such as its wide use and general acceptance, its 


17. R. Gotpsmitn, A Study of Savings in the United States, Princeton University 
Press, 1955, Vol. II, pp. 51-53. 

18. M. A. Copecanp and E. M. Martin, “The Correction of Wealth and 
Income Statistics for Price Changes’’, Studies in Income and Wealth, Vol. 11, New 
York, National Bureau of Economic Research, 1938, p. 5. 

19. E. C. Brown, op. cit., p. 152. 
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close correspondence to implicit deflators, its less violent fluctuations 
and its lesser sensitivity to technological changes”®. 

The measurement of business income is a task that is difficult at 
best. There is a considerable mixing of asset and earnings items, 
representing an assortment of prices at varying times and levels of 
cost and income. Because of the mixing of these values, a precise 
calculation of true income becomes almost impossible. To obtain 
even a first approximation would require an adjustment of all of 
these prices. At the beginning of any accounting period, a firm will 
have on hand various assets that are to be use to create future revenue. 
The costs of these resources are charged against revenue as they are 
incurred. A change in the price level thus results in a divergence 
between the purchasing power originally committed to these re- 
sources and the purchasing power of the current monetary unit. The 
difference in the impact of price level changes on the different assets 
of a firm makes it difficult to hypothesize as to the quantitative signi- 
ficance of the differences between recorded and measured income. 
Price level changes also affect the status of cash claims held by a firm, 
such as its accounts receivable, investments and cash on hand. 

For purposes of depicting the effects on income of price level 
changes, calculations have been made of seven industrial classifi- 
cations as follows: agriculture, forestry and fishing, bituminous coal 
and lignite, construction, apparel and related products, all metal 
manufactures, trade and services. These industries were studied for 
the period 1951-1956. Changes in the price level have distorted 
significantly the net income of the firms within these groups when net 
income is measured on the assumption that the monetary unit is 
stable. The measurement of income on a conventional accounting 
basis for all these industries differed to a significant extent from in- 
come measured in units of constant purchasing power. The dis- 
tortion that has existed in past periods was not so great as between 
1951 and 1956 because of the relative stability of prices for this latter 
period. Differences in the effects of price level changes in true income 
among the industry classifications stemmed from the varied impact 
of inventory valuation adjustments, the depreciation adjustments 
and adjustments for purchasing power gains or losses. Depreciation 
adjustments were the most important of these. 


20. R. C. Jones, op. cit., p. 3. 
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What was done was the following: Income based on the industrial 
classifications for each group was taken as recorded; this was ad- 
justed to the average price level of the given period and then the in- 
come was stated in constant 1956 prices. The results that appeared 
for the sevem classifications are depicted below. 

For agriculture industry, reported net income was overstated by 
significant amounts for each year. The adjustments required to reduce 
recorded income to adjusted net income ranged from 30.1 per cent 
in 1951 to 83.0 per cent in 1953. Reported net income in bituminous 
coal was distorted to a greater extent than for any of the other groups. 
The relatively low rate of earnings in the industry and the heavy in- 
vestment in plant and equipment were the major reasons for the size 
of the adjustment. In fact, the adjustment exceeded the recorded net 
income itself for five of the six years. The construction industry was 
the least affected among the group. The adjustment was as low as 
5.4 per cent in 1952 and 3.1 per cent in 1954, with a high of 35.3 
per cent in 1951. The range of percentage adjustments in the apparel 
industry was the widest, ranging from 11.2 per cent in 1954 to 112.4 
per cent in 1951. Differences in the impact of price level changes for 
the different years in this industry resulted primarily from the relative 
importance of inventory valuation adjustments and their ramifi- 
cations. 

The overall percentage adjustment required in metal manufac- 
turing ranged from 4.7 in 1952 to 26.7 in 1956, indicating a com- 
paratively small price distortion for the group. The relatively small 
adjustment stemmed from the small and rather stable adjustment 
attributable to inventory valuation and depreciation adjustments. 
For trade, the price level adjustments did not exceed 50 per cent for 
any of the years, ranging from 6.9 per cent in 1954 to 44.1 per cent in 
1956. For service industries, the reported net income overstated ad- 
justed net income in each year, ranging from 32.8 per cent in 1956 
to 76.8 per cent for 1951. 

The review of the impact of price level changes on the measure- 
ment of income for the above groups shows considerable difference 
for each. Inter-industry differences thus are shown as significant. 
Although the annual average in the wholesale price index increase 
about 11.1 per cent in 1951, the adjustments in the seven groups 
ranged from 24.8 to 127.6 per cent for the same year. In 1956, to take 
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another year, the wholesale index rose 3.3 per cent but the adjust- 
ments in the seven groups ranged from 26.7 to 97.2 per cent. 

Different adjusting factors for inventory valuation adjustments, 
depreciation allowances and general adjustments account for the 
varying results as between industries. Those industries with rela- 
tively large inventories and net monetary assets suffered moreso when 
prices declined in 1952. 

Thus, to the extent to which price level changes are reflected in 
reported net income the usefulness of net income as a managerial 
tool is impaired. This becomes increasingly significant when mone- 
tary net income is used as a guide for policy decisions. The rate of 
return on capital is distorted by price level changes because the 
reported income includes the effects of price changes and because the 
total capital employed generally is recorded at original cost which in 
no way reflects the purchasing power at current dollars. In the seven 
industry classifications, significant differences in average rates of 
return appear when reported income is adjusted. 

For agriculture, forestry and fisheries, the average annual ad- 
justed rate of return drops from 3.8 per cent to 1.8 per cent. In bi- 
tuminous coal and lignite the decline is from 4.2 to 1.2 per cent. 
For construction, the decline was slight, dropping from 3.9 to 3.3 
per cent. Considerable difference occurs for apparel and related pro- 
ducts, changing from 3.2 to 2.1 per cent. For metal manufacturers, 
the drop was from 7.0 per cent to 5.3. In services, the two rates were 
4.2 and 2.0 per cent. For trade, the change was from 4.5 to 3.6 per 
cent. 

The conclusion is obvious: The assumption of a stable monetary 
unit that underlies most current accounting practice in the measure- 
ment of income is not applicable nor appropriate during periods of 
changing prices. Adherence to the idea of a stable monetary unit 
has seriously impaired the validity and the reliability of income as 
generally measured. 


REvuBEN E. SLESINGER 
T. EDWARD HOLLANDER 
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SUMMARY 


The effects of price level changes on the measurement of net income have been 
measured in a number of studies of individual firms. These studies indicate that 
changes in the general level of prices have a varying and significant impact on the 
measurement of income for a business enterprise. 

In most current accounting practice, income is measured under the assump- 
tion that the monetary unit of account is a stable one. Income, for accounting 
purposes, is determined after deductions of various expenses that have been in- 
curred in the current period and after the allocation of particular costs originally 
recorded in some preceding period from the sales income of the firm. Thus, 
when changes in the price level take place, costs that were recorded originally 
in a prior period are measured in terms of monetary units of a different pur- 
chasing power from the monetary unit of the current period. In other words, 
costs on the income statement are expressed in monetary units of different pur- 
chasing power. The use of such a varying measuring rod to evaluate the financial 
results of a business operation easily can lead to serious misinterpretations of the 
income data. In fact, with such a variable measure it becomes impossible to 
define income conceptually and the measurement of income cn a temporal basis 
cannot be handled clearly under such conditions. Income statements of different 
corporations in the same as well as in different industries lose effectiveness for 
comparison purposes because they measure income differently. Inter-industry 
comparisons become most difficult to interpret. 

Price level changes affect the measurement of income in two distinct ways: 
First, is the fact that non-current costs will not be recorded in monetary units of 
the same purchasing power as other costs. Non-current costs such as deprecia- 
tion, depletion and amortization determined by the application of a given rate 
of use to the original cost are mis-stated. Secondly, changes in the price level 
will change the purchasing power of the monetary assets of the business firm. 
Repayments of liabilities will be in monetary units of purchasing power which 
are quite different from the monetary units or their equivalents obtained when 
the liability was incurred. To represent a true picture, these various gains and 
losses on the income statement together with a restatement of all items to units 
of a constant purchasing power must be accomplished. 

Although changing price levels do affect the measurement of income, it is 
almost impossible to substitute a more stable unit for the monetary unit of ac- 
count in the original recording of business transactions. Adherence to the use of 
a monetary unit of account that fluctuates in value itself is justified on the basis 
that it represents the only practical alternative. Changes in the price level, how- 
ever, can be taken into account by the substitution of monetary units of constant 
purchasing power in place of “‘recorded dollars’. This process would involve 
deflating or inflating the recorded dollars through the use of selected price in- 
dexes. But the price indexes themselves are only rough measures of changes in 
prices. The application of price indexes to recorded dollars to measure income in 
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terms of contant dollars must weigh the errors involved in such a process against 
the misinterpretations that follow the use of recorded dollars alone. 


ZUSAMMENFASSUNG 


Vom Einfluss des Preisniveaus bei der Ermittlung des Gewinnes. Die Auswirkungen von 
Preisniveauveranderungen auf Nettogewinnberechnungen sind in einer Anzahl 
Studien iiber einzelne Gesellschaften gemessen worden. Diese Studien zeigen, dass 
Veranderungen im allgemeinen Preisgefiige einen wechselnden und signifikanten 
Einfluss auf die Gewinnberechnung einer Unternehmung haben. 

In der gewéhnlichen Buchfiihrungspraxis wird bei Ertragsberechnungen an- 
genommen, dass die Geldwerteinheit stabil bleibt. Der Erfolg, im buchhalterischen 
Sinne, wird durch Abzug der in der laufenden Periode entstandenen Kosten sowie 
der speziellen, in einer friiheren Periode entstandenen Kosten vom Verkaufserlés 
ermittelt. Dadurch werden im Falle von Preisveranderungen die in einer friiheren 
Periode entstandenen Kosten in Geldwerteinheiten eingesetzt, die eine andere 
Kaufkraft besitzen als die Geldwerteinheiten der laufenden Periode. Mit anderen 
Worten: Kosten der Ertragsrechnung werden in Wahrungseinheiten verschiede- 
ner Kaufkraft ausgedriickt. Die Verwendung eines derart variierenden Wert- 
masstabes bei der Erfolgsberechnung kann leicht zu einer Verfalschung der wirk- 
lichen Erfolgslage fiihren. Mit einem derart veranderlichen Masstab wird es un- 
méglich, den Gewinn begrifflich zu bestimmen, und die Gewinnberechnungen 
kénnen unter solchen Umstanden nicht eindeutig auf Zeitbasis vorgenommen 
werden. Gewinnausweise verschiedener Gesellschaften in gleichen oder ver- 
schiedenen Industriegruppen verlieren ihren Vergleichsaussagewert, weil die 
Gewinne unterschiedlich berechnet werden. Vergleiche zwischen verschiedenen 
Industrien lassen sich nur schwer deuten. 

Preisniveauveranderungen beeinflussen Gewinnberechnungen in doppelter 
Weise: erstens werden Kostenanteile aus friiheren Zeitabschnitten in Wahrungs- 
einheiten festgehalten, deren Kaufkraft von derjenigen der iibrigen Kosten ver- 
schieden ist. Damit sind Kosten aus friiheren Zeitperioden, wie Wertverminde- 
rungen und Abschreibungen, die durch die Anwendung einer bestimmten Ab- 
niitzungsskala berechnet werden, ungenau. Zweitens verandern Preisniveau- 
verschiebungen die Kaufkraft der Geldaktiven einer Gesellschaft. Die Erfiillung 
von Verbindlichkeiten wird in Wahrungseinheiten geleistet, deren Kaufkraft sich 
stark von derjenigen unterscheidet, die bei Eintritt der Verbindlichkeit pro Wah- 
rungseinheit galt. Um ein unverfalschtes Bild zu erhalten, ist es notwendig, diese 
verschiedenen Gewinne und Verluste zu beriicksichtigen und alle Posten der 
Erfolgsrechnung in Wahrungseinheiten mit konstanter Kaufkraft auszudriicken. 

Obschon Veranderungen im Preisniveau die Gewinnberechnungen beeinflus- 
sen, ist es doch fast unméglich, eine stabilere Einheit als die Wahrungseinheit zu 
finden. Das Festhalten an der Wahrungseinheit, die im Werte veranderlich ist, 
rechtfertigt sich insofern, als sie die einzig praktische Lésung darstellt. Verande- 
rungen im Preisniveau lassen sich jedoch beriicksichtigen, wenn bei den ein- 
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gesetzten Wahrungseinheiten Kaufkraftveranderungen einbezogen werden. Dies 
bedingt das Heranziehen ausgewahlter Preisindices. Doch diese selbst sind ledig- 
lich grobe Masstabe fiir Preisveranderungen. Dennoch gibt die Anwendung von 
Preisindices bei Gewinnberechnungen genauere Resultate, als wenn Wahrungs- 
einheiten verschiedener Kaufkraft ohne Differenzierung eingesetzt werden. 


RESUME 


L’influence du niveau des prix sur le calcul du bénéfice. Les effets des modifications du 
niveau des prix sur le calcul du bénéfice net ont été examinés dans un certain 
nombre d’études concernant des entreprises individuelles. Ces études démontrent 
que les modifications du niveau général des prix ont une influence variable et 
significative sur le calcul du bénéfice d’une entreprise. 

Selon les systemes de comptabilité les plus courants, le calcul du bénéfice se 
base sur la supposition que l’unité monétaire reste stable. Pour déterminer le pro- 
fit, on déduit du produit de la vente les frais datant d’une période précédente. Si 
des changements de prix ont eu lieu entre temps, les frais datant d’une période an- 
térieure sont exprimés dans des unités monétaires n’ayant pas le méme pouvoir 
d’achat que celles de la période en cours. En d’autres termes: les frais dont il faut 
tenir compte pour le calcul du profit sont indiqués en unités ayant des pouvoirs 
d’achat différents. L’application d’une échelle de valeurs aussi peu stable peut 
fausser le calcul du profit. I] est impossible de définir exactement le bénéfice avec 
de telles méthodes ou d’établir avec précision le calcul du bénéfice d’une période 
déterminée. Les chiffres du bénéfice de différentes entreprises appartenant 4 une 
ou a plusieurs branches de l’industrie ne sont guére comparables entre eux, étant 
donné qu’ils ont été calculés différemment. Quant aux comparaisons entre diffé- 
rentes industries, il est des plus difficiles de les interpréter. 

Les modifications du niveau des prix influencent de deux maniéres le calcul du 
bénéfice: Premiérement, les frais provenant de périodes antérieures sont indiqués 
en unités monétaires dont le pouvoir d’achat différe de celui des montants concer- 
nant les autres frais. Les chiffres représentant les frais de périodes précédentes (par 
exemple déductions pour amortissements, dépréciation, etc., selon baréme) 
manquent de précision. Deuxiémement, les fluctuations du niveau des prix mo- 
difient le pouvoir d’achat des capitaux d’un établissement commercial. Pour faire 
face 4 ses engagements, |’entreprise se sert d’unités monétaires dont le pouvoir 
d’achat se distingue trés nettement de celui de l’unité monétaire de l’époque ou elle 
a contracté les engagements en question. Pour éviter d’obtenir une image faussée, 
il est nécessaire de tenir compte de ces différents profits ou pertes et d’exprimer 
tous les postes du calcul du bénéfice en unités monétaires d’un pouvoir d’achat cons- 
tant. 

Bien que les modifications du niveau des prix influencent le calcul du profit, il 
est presque impossible de trouver une unité plus stable que l’unité monétaire, qui 
est de valeur variable, cela se justifie en ce sens qu’aucune autre solution pratique 
ne pourrait étre proposée. I] est cependant possible de tenir compte des modifica- 
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tions du niveau des prix en incluant dans le calcul les modifications du pouvoir 
d’achat. On le fera a l’aide d’indices des prix. I] est vrai que ces indices n’indiquent 
qu’approximativement les fluctuations des prix, mais ils permettent néanmoins 
de calculer le bénéfice avec une plus grande précision que lorsqu’on se base simple- 
ment sur des unités monétaires sans tenir compte de leurs différents pouvoirs 
d’achat. 
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BESPRECHUNGEN 
COMPTES RENDUS - REVIEWS 


Morris GINSBERG (ed.). Law and Opinion in England in the 2oth 
Century. London, Stevens & Sons, 1959. 407 S. 


Das hier angezeigte Werk ist eine Sammlung von Vorlesungen, die siebzehn 
englische Wissenschaftler und Praktiker 1957/58 an der London School of Eco- 
nomics and Political Science gehalten haben. Nicht nur der Titel, sondern auch 
«approach» und Gliederung verraten die enge und erklartermassen gesuchte An- 
lehnung an A. V. Diceys beriihmte « Lectures On the Relation Between Law and 
Public Opinion in England During the 19th Century», die fast genau sechs Jahr- 
zehnte friiher entstanden sind. Bezeichnenderweise hat sich mit dem thematischen 
Wechsel vom 19. zum 20. Jahrhundert etwas ganz anderes als eine lediglich zeit- 
lich weiterfiihrende Erganzung des grossen Vorbildes ergeben. Hier wird bewusst 
ein trennender Schlusstrich gezogen, bevor die Zwischenbilanz einer neuen Ara 
eréffnet wird. Die Verfasser machen keinen Hehl daraus, dass sie sowohl den 
geistigen Standort Dicrys als auch einen guten Teil seiner Diagnosen und Pro- 
gnosen fiir iiberholt, ja fiir falsch erachten. Fast scheint es, sie fiihlten sich mehr als 
Antipoden, denn als kritische Nachfahren eines Mannes, dessen Einfluss auf das 
englische Recht, nicht zuletzt das Verfassungsrecht', noch heute deutlich zu 
spiiren sein diirfte. Gewiss ist auf die Grenzen Diceys schon friiher hingewiesen 
worden?. Dennoch hat diese Demonstration des Abriickens und der (Selbst-) 
Zerstérung zumindest fiir den Kontinentaleuropaer etwas Uberraschendes. Sie 
lasst erkennen, in welchem Masse der Zwang, sich in einer von neuen sozialen 
Phanomenen bestimmten Umwelt einzurichten, auch in England eine Bewusst- 
seinsveranderung bewirkt hat, die mit der gangigen Vorstellung eines erfolgreich 
aufKontinuitat bedachten britischen Traditionalismus eigentiimlich kontrastriert. 
Es ist vielleicht kein Zufall, dass dieses Bild seine langst fallige Korrektur in einem 
Augenblick erfahrt, da England sich anschickt, den Bruch mit der Vergangenheit 
auch auf aussen- und wirtschaftspolitischem Gebiet sichtbar werden zu lassen — 
durch den schrittweisen Abbau seiner hinhaltend-widerstrebenden Passivitat 
gegeniiber der unausweichlich gewordenen europaischen Symbiose. 

Freilich darf nicht iibersehen werden, dass die London School of Economics, 
der sowohl der Herausgeber als auch die Mehrzahl der Referenten angehért, den 
Ruf geniesst, in besonderem Masse unorthodox-fortschrittlichen Einsichten zuge- 
tan zu sein. Sie gilt als wissenschaftliche Hochburg einer gemAssigten politischen 
Linken. Die Bereitschaft zur niichternen, nach Anachronismen spiirenden Be- 


1. Ebenfalls 1959 erschien Diceys «Introduction to the Study of the Law of the Constitution» in 1o., 
von E. C. S. Wave bearbeiteter Auflage. 

2. So etwa von Ernest BARKER, Political Thought in England, 2. Aufl. 1928, S. 175: «Diceys influence 
has largely gone towards showing us where we stand already, rather than guiding us in new directions.» 
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standesaufnahme ist hier zugicich Programm; sie ist mit jenem K6érnchen Salz ver- 
setzt — und muss mit ihm genossen werden —, das provozieren und Widerspruch 
wecken soll. 

Trotz solcher Gemeinsamkeiten sind die einzelnen Beitrage untereinander 
recht verschieden, zum Teil sogar — was bei derartigen Kollektivveranstaltungen 
nicht wunder nimmt — ausgesprochen disproportioniert. Dieses Buch will nicht im 
Zusammenhang gelesen, sondern als Nachschlagewerk sui generis benutzt werden. 
Welches sind seine Stichworte? Die des ersten, ‘“Trends of Throught”’ betitelten 
Teiles stecken den politisch-philosophischen Rahmen ab: ‘The Growth of Social 
Responsibility’? von Morris GinsBerc, ““The Legacy of Philosophical Radical- 
ism”’ von J. P. PLAMENATZ, ““The Conservative Tradition and its Reformulations”’ 
von W. L. Burn, ““The Liberal Outlock’”’ von R. B. McCatium und “The Growth 
of Socialism’? aus der Feder des Altmeisters liberal-sozialistischer Pragung, 
G. D. H. Core. Der zweite, sowohl umfangreichste wie sachlich ergiebigste Teil 
ist der Rechtsentwicklung gewidmet. In ihm dominieren die Studien iiber das 
Grundeigentum von J. A. G. Grirritn, das Verwaltungsrecht von W. A. Ros- 
son, das Arbeitsrecht von O. KAHN-FREUND und das Strafrecht von H. MaAnn- 
HEIM. Die iibrigen Referate befassen sich mit Gesellschafts-, Handels-, Wett- 
bewerbs- und Familienrecht. Die Themen des letzten, sozialpolitischen Teiles sind 
“‘Health’’, ““Education’’, ‘‘Social Security’ und “‘Industrial Relations’’. 

Das Buch hinterlasst — wir deuteten es schon an — nicht das geschlossene Bild 
einer in sich ruhenden Gesellschaftsordnung. These und Antithese stehen einander 
unverséhnt gegeniiber oder fiigen sich allenfalls zu einem ‘‘uneasy compromise” 
zusammen wie jenem zwischenPrivatwirtschaft und 6ffentlicher Kontrolle (vgl. 
S. 160 f.). Den Ausblick auf die Synthese, die England am Ende leichter fallen 
sollte als den Staaten des Kontinents, eréffnet lediglich KAHN-FREUND mit einer 
ebenso exakten wie einpragsamen Bemerkung: “‘Like the common law, the body 
of customary norms which govern industry often looks chaotic from outside—it 
does not derive its principle of order from its inherent logic, but from the conti- 
nuity of the institutions which are intended to adapt it to new needs as they arise. 
In the last analysis it is the spirit of empiricism which presides over the law as well 
as over industrial relations in Britain’’ (S. 263). 


Universitat Freiburg 1. Br. HARTMUT JACKEL 


E. Stuart Kirsy (ed.). Contemporary China; Economic and Social 
Studies, Documents, Chronology, Bibliography. Part m, 1958/59. Hong 
Kong: University Press, 1960. 439 pp. HK $30 


At a moment when the world’s largest and most volatile country is the subject 
of many polemical discussions, one is pleased to welcome a substantial contribution 
to the scholarly literature on Communist China. Contemporary China 11 consists, 
as did its predecessors, of articles, translated documents, chronology and biblio- 
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graphy bearing on recent developments in the Chinese People’s Republic. The 
present volume is a product of the Research Seminar on Problems of Contemporary 
China which has been conducted under Professor Kirsy’s direction at the Uni- 
versity of Hong Kong since 1954. It assumes the character of a biennial report on 
political and economic developments in Communist China, and offers a most use- 
ful and comprehensive body of information and analysis. 

The ‘‘Papers”’ section of the volume (pp. 1-199) is in essence an international 
symposium containing ten separate contributions by scholars of several different 
national origins: German, Indian, Chinese, Polish and British. Three of the papers 
(by CHAo Kuo-cuun, Resecca S. Kwan and E.S. Kirsy) deal with aspects of the 
people’s commune movement; two papers (by Wu YUAN-LI and RonA.LpD Hs1A) 
concentrate on questions of domestic economy; the other papers deal with the 
questions of population growth (S. CHANDRASEKHAR), foreign trade (E. F. Szcze- 
PANIK), water conservancy and hydro-electric schemes (T. J. Linpsay), and edu- 
cation (J. C. CHENG). An introductory essay on class structure and total power in 
Oriental despotism by Kart A. WitrtFoGEt develops themes treated in the other 
works of that scholar. In general, the several papers are uniformly high in scholarly 
quality and are based upon source materials originating in Communist China. 

Dr. CHANDRASEKHAR’s paper on Chinese population growth and policy accepts 
an estimate of current population growth at the rate of 2 per cent, on which basis 
a Chinese population of one billion is forecast for 1981. He considers it probable 
that the population growth-rate will increase to 2.5 per cent, if not to 3 per cent, 
and that China’s population “‘will double... in the next twenty-five years” (p. 36). 
He reviews the movement for birth control which was widely publicized in’China 
in 1956-1958, and speculates informatively on the reasons for abandoning the 
movement in 1958. Dr. CHANDRASEKHAR’s treatment of the subject implies that 
the Chinese Government has a high degree of confidence in its ability to feed and 
exploit the vast manpower resources of the Chinese mainland in the interests of 
further economic development and national power. 

Dr. E. F. SzczEpanik’s study of the foreign trade of mainland China is of 
monographic scope, and includes some 60 statistical tables reflecting patterns of 
Chinese foreign trade-with particular countries, and with blocs of countries. What 
emerges is the conclusion that the former unfavorable balance of trade that existed 
between China and the Soviet Union has been reversed, and that China is reim- 
bursing the Soviet Union on the commercial credit accounts opened in 1950 and 
1954. His analysis throws light on a most significant problem of Chinese foreign 
and commercial policy (without, however, suggesting the effects of more recent 
shortages in Chinese agricultural production). 

The “‘Documents”’ section (pp. 201-252) offers English translations of three 
Chinese Communist documents dealing with the results of the First Five-Year 
Plan (1953-1957), and the establishment of the people’s communes. The “‘Chro- 
nology”’ section (pp. 253-320) lists events having economic and social signifiance 
in the period from April 1957 through December 1958, and incorporates a sub- 
stantial amount of factual and statistical information (without, however, including 
specific references to sources of information). The concluding section on “‘Biblio- 
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graphy” (pp. 321-413) lists 1226 specific references to articles on the subject of 
Communist China published in 1956-1957, and g1 references to materials dealing 
with Taiwan. The references are usually to publications in the Chinese language, 
in some 45 different journals and newspapers; the Chinese titles are translated into 
English, carfeul citations are given in full detail, and the bibliography thus be- 
comes an important guide for those wishing to conduct further research into the 
political and social affairs of Communist China and Taiwan. 

Contemporary China contributes importantly to the body of material on Com- 
munist China available in English, and the next issue in the biennial series will be 
awaited with interest. 


University of California, Los Angeles H. ARTHUR STEINER 


WILHELM KReELLE. Volkswirtschaftliche Gesamtrechnungen einschliesslich 
Input-output-Analyse mit KXahlen fiir die Bundesrepublik Deutschland. 
Berlin 1959. Duncker & Humblot. 159 S. 


Das Gebiet der volkswirtschaftlichen Gesamtrechnungen hat in den letzten 
Jahren einen gewaltigen Aufschwung erlebt. Wer die Entwicklung seit dem Ende 
des Zweiten Weltkrieges verfolgt hat, sieht sich geneigt, dem Verfasser des vor- 
liegenden Bandchens Glauben zu schenken, wenn er in seinem Vorwort prophe- 
zeit: «In wenigen Jahrzehnten wird man sich wundern, wie man jemals ohne 
sie hat auskommen kénnen. » Bei all den grossen Fortschritten indessen, die bis- 
her erzielt worden sind, steckt die Hauptarbeit, die Beschaffung des statistischen 
Materials, der konkreten Zahlen, doch in den meisten Landern noch weitgehend 
in den Anfangen, wahrend die Literatur bereits weit vorausgeeilt ist. Angesichts 
dieser Lage ist die Gefahr nicht eben gering, dass Autoren neu erscheinender 
Werke iiber die volkswirtschaftlichen Gesamtrechnungen sich in abstrakten 
Modelien oder Schemata verlieren oder aber dass sie sich mit einer Beschreibung 
und Erklarung bereits bestehender und angewandter Rechnungssysteme, wie 
etwa des Standardschemas der oEcE, begniigen. Solche Monographien mégen 
interessant und in didaktischer Hinsicht recht niitzlich sein. Sie tragen jedoch 
wenig oder nichts zur Fortentwicklung der Gesamtrechnungen bei, und im 
iibrigen gibt es ihrer schon zur Geniige. 

Die hier zu besprechende Arbeit KRELLEs geh6rt, wie dies nicht anders zu 
erwarten war, nicht zu dieser Sorte. Vielmehr legt KRELLE hier ein neuartiges 
Schema einer volkswirtschaftlichen Gesamtrechnung vor, das die von LEONTIEF 
entwickelte Input-output-Methode zur Erfassung der Wirtschaftsbeziehungen 
zwischen verschiedenen Industrie- und Wirtschaftsgruppen einer Volkswirt- 
schaft mit dem aus dem Keynesschen «income-approach» hervorgegangenen 
System der nationalen Buchhaltung in sinnvoller Weise miteinander vereinigt. 
Dabei handelt es sich nicht bloss um einen rein theoretisch konzipierten Projekt- 
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entwurf, sondern KrEt.e kann sich bei seinen Ausfiihrungen auf die praktischen 
Erfahrungen stiitzen, die bei der Zusammenstellung einer solchen Gesamtrech- 
nung fiir die Deutsche Bundesrepublik im Jahre 1953 in Zusammenarbeit mit 
einer Arbeitsgruppe des Okonomischen Instituts der Universitat Heidelberg und 
des Rheinisch-Westfalischen Instituts fiir Wirtschaftsforschung in Essen gesam- 
melt werden konnten. Die wichtigsten Ergebnisse dieser interessanten Berech- 
nungen und Schatzungen werden in einer Tabelie im Anhang wiedergegeben 
und in einem Kapitel am Ende des Werkes von KRELLE kurz besprochen und 
erlautert. Die Details dieser Erhebung sollen in einem spater erscheinenden 
Anlageband unter der Uberschrift «Einzelberechnungen zur volkswirtschaft- 
lichen Gesamtrechnung fiir die Bundesrepublik Deutschland» verdéffentlicht 
werden. Auf die Bedeutung und die Aussagefahigkeit dieser Zahlen sei daher an 
dieser Stelle nicht weiter eingegangen. 

In der vorliegenden Schrift nun entwickelt KRELLE zunachst die theoreti- 
schen Grundlagen der volkswirtschaftlichen Gesamtrechnung im allgemeinen 
und seines die Input-output-Rechnung und die herkémmliche nationale Buch- 
haltung vereinigenden Systems im besonderen, entwirft und erlautert das 
Schema der fiir diesen Zweck grundlegenden Tabelle und zeigt an Hand von ver- 
schiedenen Modellen, in welcher Weise die von diesem Rechnungssystem gelie- 
ferten Zahlen fiir Theorie und Wirtschaftspolitik ausgewertet werden kénnen. Er 
geht dabei aus vom Grundgedanken der Kreislauftheorie, deren wichtigste 
Axiome und Satze er in Anlehnung an PETER kurz darlegt, und gibt einen aus- 
gezeichneten Uberblick iiber die wichtigsten Darstellungsformen des Kreislaufes, 
ihre Vorteile und Nachteile und ihre gegenseitigen Entsprechungen. Es folgt, 
nach einem Hinweis auf erste Ansatze zu einer makrodkonomischen Kreislauf- 
theorie bei QuEsNAY und Marx, in ausgezeichnet systematischem Aufbau eine 
kurze Einfiihrung in das Wesen der makréokonomischen «Einkommens»-Modelle, 
von Keynes’ einfachem Modell der «General Theory » bis zu Modellen, in denen 
der Staat und das Ausland als besondere « Pole» explicite erscheinen. Anschlies- 
send entwickelt dann KrELLE das Grundschema einer, wir erwahnten es bereits, 
die gegenseitigen Liefer- und Bezugsrelationen der einzelnen Produktionszweige 
eines Wirtschaftsraumes mit der Volkseinkommens- und Sozialproduktstatistik 
verbindenden volkswirtschaftlichen Gesamtrechnung in Tabellenform. Die Struk- 
tur und die Zusammenhange dieses Tabellenschemas mit dem bisherigen System 
der nationalen Buchhaltung werden eingehend erklart und erlautert. Die Aus- 
wertungsméglichkeiten der Ergebnisse derartiger Rechnungen werden anhand 
einer meisterlich knappen und klaren Ubersicht iiber die Input-output-Modelle — 
ausgehend von einem einfachen statischen fortschreitend bis zu einem allge- 
mein dynamischen System — aufgezeigt. 

In einer kurzen Schlussbetrachtung bespricht KRE.LE die drei heute bekann- 
ten Typen volkswirtschaftlicher Gesamtrechnungen («nationale Buchhaltung», 
Input-output-Rechnung und «money-flow»-Statistik) und die zwischen diesen 
bestehenden Unterschiede und Beziehungen. Nationale Buchhaltung und Input- 
output-Rechnung lassen sich, wie er ja in seinen Ausfiihrungen selbst eindriicklich 
gezeigt hat, grundsatzlich ohne weiteres zusammenlegen. Etwa auftauchende 
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Divergenzen sind, wie er ausfiihrt, der unterschiedlichen Zielsetzung der beiden 
Methoden zuzuschieben, insbesondere der Tatsache, dass die nationale Buch- 
haltung in Anlehnung an die Volkseinkommensstatistik zahlreiche sogenannte 
«imputations» (KRELLE nennt sie fiktive Buchungen) vornimmt, um méglichst 
nahe an den tatsachlichen Wert des in einer Periode erarbeiteten Sozialprodukts 
heranzukommen. KRreELLE pladiert hier dafiir, in der Volkseinkommensstatistik 
«den ganzen Rattenschwanz der fiktiven Buchungen fortzulassen», da diese 
héchst problematisch seien. Diese Forderung scheint uns indessen nicht stich- 
haltig. Sie entspringt einem gewissen Vereinheitlichungs- und Ausschliesslich- 
keitsstrebens, das bei Theoretikern gerne anzutreffen ist. Liegen jedoch die wich- 
tigsten Grunddaten einer volkswirtschaftlichen Gesamtrechnung einmal vor, so 
lassen sie sich je nach der verfolgten Zielsetzung zusammenstellen, umgruppieren 
oder erganzen, sei es nun, um den Umfang des in einem Lande geleisteten Sozial- 
produkts oder um die tatsachlich ausgetauschten Leistungen innerhalb der Wirt- 
schaft méglichst getreu zu ermitteln. Gleiches lasst sich grundsatzlich auch zu den 
Bestrebungen sagen, die nationale Buchhaltung im herkémmlichen Sinne mit 
einer umfassenden Statistik der finanziellen Transaktionen zu verbinden. Wir 
kénnen KRELLE nicht beipflichten, wenn er feststellt, dass das «money-flow»- 
System im Unterschied zur Input-output-Rechnung mit der nationalen Buchhal- 
tung prinzipiell unvergleichbar und daher unvereinbar sei. Auch hier lasst sich 
durch geeignete Umgruppierung der Grunddaten nach anderen Gesichtspunkten 
als in der Sozialproduktstatistik eine Integration durchaus erreichen. Die Arbeiten 
des statistischen Biiros der uno, des Wahrungsfonds und der OECE u. a. auf diesem 
Gebiete, die Krete bei der Niederschrift seiner Arbeit nicht gekannt zu haben 
scheint, haben dies eindeutig nachgewiesen. 

KreE..es Schrift vermittelt, um abschliessend den Gesamteindruck festzu- 
halten, eine vorziigliche Einfiihrung in eine Input-output-Rechnung und natio- 
nale Buchhaltung vereinigende volkswirtschaftliche Gesamtrechnung. Die von 
KRELLE vorgelegte Anordnung des Tabellenschemas diirfte fiir kiinftige Erhebun- 
gen dieser Art wegweisend werden. Dariiber hinaus aber vermittelt der schmale 
Band zugleich eine in ihrer Knappheit und Pragnanz meisterhafte Ubersicht iiber 
das Wesen und die verschiedenen Modellvarianten des «income-approach» wie 
der Input-Output-Theorie und ihrer Zusammenhange und Beziehungen zur 
volkswirtschaftlichen Gesamtrechnung. Dass der Autor in seinen Darlegungen 
regen Gebrauch von mathematischen Symbolen und Gleichungen macht, sollte 
niemanden von der Lektiire abschrecken, handelt es sich doch durchwegs um 
elementare Algebra. 


Kiirich (Schweiz ) Joun R. LADEMANN 
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Axec Nove und DesMonpD DONNELLY. Trade with Communist Countries. 
Hutchinson, London 1960. 183 S. 


Dieses Buch ist erklartermassen als praktische Anleitung fiir den Kaufmann 
gedacht, der mit der kommunistischen Welt Handel zu treiben gedenkt; dabei 
ist es noch speziell auf die Probleme und Méglichkeiten des britischen Osthandels 
abgestellt. Von seiner Absicht her ist dieses Werk also fiir die Wissenschaft wenig 
interessant. Da Herausgeber und Verfasser jedoch mit Recht davon ausgingen, 
dass es Gem praktischen Aussenhandelskaufmann nicht schaden kénne, iiber die 
politischen und volkswirtschaftlichen Fakten und Voraussetzungen des Ostwest- 
handels Bescheid zu wissen, fallt in diesem Buch manches Lesenswerte auch fiir 
den wissenschaftlich Interessierten ab, der sich wieder einmal auf einige elemen- 
tare Ausgangspunkte besinnen will. 

Freilich muss es sich das, was fiir ihn wesentlich ist, heraussuchen. Vieles ist 
vorwiegend fiir den Praktiker wichtig, vor allem im zweiten, von DONNELLY 
geschriebenen Teil, der zum Beispiel eine langere Liste mit den Namen, Adres- 
sen und Tatigkeitsbereichen samtlicher éstlicher Aussenhandelsorganisationen, 
ferner den Text des britisch-sowjetischen Handelsabkommens von 1959, Lon- 
doner Adressen usw. enthalt. Dagegen macht der von Nove verfasste erste Teil 
des Buches dreierlei wiederum vdllig klar: 

1. Dem Ostwesthandel, und besonders dem Handel mit der Sowjetunion, 
sind verhaltnismassig starre Grenzen gesetzt. Die sowjetische Volkswirtschaft ist 
aus Griinden der Politik, der Plansicherung und der Berechenbarkeit der Wirt- 
schaftsvorgange auf Autarkie abgestellt. Nur das Unumgangliche wird importiert, 
und exportiert wird im Rahmen des iiberhaupt Méglichen nur so viel, wie man 
braucht, um die Importe bezahlen zu kénnen, wobei in Rechnung gestellt wer- 
den muss, dass die éstliche Goldproduktion vermutlich unrentabel und daher 
vielleicht keineswegs so hoch ist, wie man versucht sein k6nnte anzunehmen. 
(Soweit der Osten aus Mangel an Zahlungsmitteln noch nicht einmal sein uner- 
lassliches Importminimum erreicht, kénnte der Westen dann die éstlichen Im- 
porte durch Kredite steigern.) Zudem wickeln die éstlichen Lander, ebenfalls zur 
Plansicherung, ihren Aussenhandel am liebsten bilateral ab. Auch das begrenzt 
die Expansion. 

2. Da in den éstlichen Landern der Aussenhandel fest in den allgemeinen 
Wirtschaftsplan eingefiigt ist, kann er nur beschrankt zum Instrument der Politik 
gemacht werden, was ja eine betrachtliche wirtschaftliche Beweglichkeit voraus- 
setzen wiirde. Natiirlich gibt es eklatante Ausnahmen, aber es kann keine Rede 
davon sein, dass die éstlichen Landern ihren Westhandel bewusst und grund- 
satzlich zur Stérung von Markten einsetzen. Vielmehr sind die éstlichen Aussen- 
handelsorganisationen gehalten, die im Plan festgesetzten Giitermengen so teuer 
wie méglich zu verkaufen und so billig wie méglich einzukaufen. Die Markt- 
preise werden in der Regel nur unterboten, wenn anders der Exportplan nicht 
erfiillt werden kann. Zu beachten bleibt aber, dass solche Unterbietungen wegen 
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der Willkiirlichkeit der Preisbestimmung in den éstlichen Landern grundsatzlich 
ohne weiteres méglich sind. 

3. Der Westen sollte sich nicht bemiihen, die ohnehin vom Osten her ge- 
gebenen Tendenzen zur Beschrankung des Ostwesthandels iiber das durch wirt- 
schaftliche und politische Riicksichten bedingte Mass hinaus zu forcieren. Erstens 
bringt der Ostwesthandel auch dem Westen wirtschaftliche Vorteile, und zwei- 
tens ist er geeignet, die Satellitenlander von der sowjetischen Wirtschaft unab- 
hangiger zu machen. 

Im grossen und ganzen erganzen sich die beiden Teile dieses Gemeinschafts- 
werkes in gliicklicher Weise nach dem Grundsatz «hie Praxis — hie Theorie». 
Nur gelegentlich iiberschneidet sich die Darstellung der beiden Autoren, einiges 
lassen beide unerwahnt (so den Handel des Ostens mit den Entwicklungslandern), 
und in wenigem sind sie gegensatzlicher Meinung (Nove: Die Sowjets exportie- 
ren, um die nétige Einfuhr bezahlen zu kénnen; dagegen DoNNELLY: «...the 
communist countries will have to import in order to export» — Seite 112). Ge- 
meinsam ist beiden Buchteilen die einfache und prazise Sprache. Das fiir den 
wissenschaftlich Interessierten Wesentliche ist auf knappem Raum zusammen- 
gedrangt, namlich auf den 38 — von insgesamt 86 — Textseiten, die Nove ge- 
schrieben hat. Ein kleiner statistischer Anhang am Ende von Teil I enthalt die 
elementaren Aussenhandelszahlen einiger éstlicher Lander seit 1955, gegliedert 
nach Landern und Warengruppen. 

MIcHAEL Kocon 


J. Henry Ricuarpson. Economic and Financial Aspect of Social Security. 
London, 1960. George Allen and Unwin. 270 pp. 30s. 


The definition of social security for empirical purposes is an arbitrary matter. 
Should government assistance to agriculture be included? Should housing and 
food subsidies and government expenditure on education be included? What 
about any rise in prices which comes from locating new industrial development in 
areas where the unemployed happen to be living? Professor R1cHARDSON faces up 
to these difficulties and opts for a narrow definition of his subject which excludes 
all the items mentioned above and many others. Yet we still find that in many 
countries expenditure on the social services amounts to twenty per cent of their 
national incomes. The importance, therefore, of Professor R1icHARDSON’s study 
of the econornic and financial aspects of social security is obvious. 

His approach is international and falls in effect into three sections. In the first 
six chapters various general issues are discussed such as the choice between flat rate 
and graduated contributions and benefits, and between a system of financing 
based on the accumulation of funds and one based on a “‘pay-as-you-go”’ principle. 
In the following four chapters particular elements in the provision of social security 
are examined in greater detail starting with retirement pensions and then going 
on to family allowances, health services, unemloyment insurance, workmen’s 
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compensation, long-term disability, widows and orphans’ allowances and mater- 
nity allowances. There are then two concluding chapters on ‘‘some economic con- 
siderations” and “‘conclusions’’. 

The general picture which emerges from the descriptive material in this book 
is the immense variation, even between countries at roughly the same levels of 
economic development, in both the amount and distribution of their sovial security 
expenditure. At one extreme we find Western Germany, France and Austria 
spending between 17 and 19 per cent of their national income and at the other 
the United States of America and South Africa spending around 5 per cent with 
the United Kingdom, Sweden and the Netherlands in between at about 10 per 
cent. Then, as regards the distribution of this spending we find that whilst family 
allowances account for some 25 per cent of allsocial security spending in France and 
Italy, they represent only 6 per cent of British spending and do not exist at all in 
Western Germany and the United States. On the other hand, health services 
account for over 30 per cent of British spending but do not exist in France and 
hardly at all in Italy and Germany. There seems little evidence here of the prin- 
ciple of maximum social advantage, so beloved of teachers of public finance, 
being of any importance whatsoever in the determination of expenditure policy. 
Rather than pursuing the balanced type of policy implied in this principle, 
always ensuring that the expenditure on each service gives rise to the same mar- 
ginal utility, we find what might be termed a principle of unbalanced growth of 
social security provisions being implemented. The indivisibility in this case, how- 
ever, is not the narrow technical indivisibility emphasized in the theory of un- 
balanced economic growth but, we must imagine, a political and administrative 
indivisibility. 

Professor RicHARDsON’s book gives considerable food for thought on issues like 
this but the reviewer must frankly declare that both the presentation of the “‘food”’ 
and the analysis contained within the book are disappointing. Without making 
the book unduly long or the presentation too turgid, it should have been made pos- 
sible in a book claiming to be an international comparative study for a reader to 
be able to discover the provisions for each service in each country rather than being 
given selected cases to illustrate general points. 

But it is the quality of the analysis which is most disappointing. To begin with 
there is considerable dogmatism in the argument and one is continually having to 
ask oneself what criteria Professor RICHARDSON is using in judging that “‘it is appro- 
priate for the state to bear a part of the cost of social insurance’’, that ‘‘work- 
people recognize the reasonableness of making contributions from which they will 
derive benefits”, that, by implication, the investment of social security funds is 
more ‘‘complex’”’ and fraught with “‘dangers of corruption and maladministration”’ 
than private investment decisions, and that ‘“‘probably as much as 70 or 80 per 
cent of social security expenditure pays for itself”’. 

As regards the analysis itself Keynes might never have written the General 
Theory for all the effect it has had on the chapter on methods of financing social 
security. Likewise no attempt is made to harness even the elementary techniques 
of social accounting to the presentation of the financial material by, for example, 
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distinguishing between transfer and exhaustive expenditure. The hope was that 
in the penultimate chapter entitled ‘Some Economic Considerations’’, Profes- 
sor RICHARDSON would make amends for these shortcomings in the rest of the book 
but it was not to be. There is, for instance, in this chapter, the assumption that 
social security expenditure is identical in its direct economic effects with invest- 
ment and other real expenditure. Furthermore there is the popular newspaper 
howler that “‘the effect of high taxation is to reduce the incentive and effort of the 
more highly paid members of the community”’ with no recognition of the income 
effect of taxation. This is particularly distressing in a book on social security, for to 
the extent that the expenditure is financed out of flat rate contributions it wili have 
no substitution or disincentive effect but only an income or incentive effect. 

When a person formally retires from academic life it is highly desirable that he 
should attempt to generalize upon the findings of his research and experience in 
his particular field of study. Professor RICHARDSON presumably felt this desire after 
forty years of academic and practical activity as a research officer with the Inter- 
national Labour Office throughout the 1920’s, as Professor of Industrial Relations 
in the University of Leeds during the subsequent twenty-five years, and as adviser 
on social security and economic policy matters to many governments of the world. 
This experience is reflected in the breadth of his study but not in its depth. 


University of Liverpool S. PLEASE 


Dr. J. ScHuMANN, Die Sektorenanalyse als Instrument konjunkturtheoreti- 
scher Untersuchungen (Frankfurter Wirtschafts- und Sozialwissenschaft- 
liche Studien, Heft 6). Duncker und Humblot, Berlin 1959. 120 S. 


Die Studie betrachtet einen Sektor einer geschlossenen Volkswirtscha‘ft als 
mit den andern Sektoren 6konomisch verbunden durch seine Ausgaben fiir deren 
Erzeugnisse — seine « Einfuhren», wie wir sagen kénnen — und durch seine Ein- 
nahmen fiir seine Ausfuhren. Die Einfuhr des Sektors j vom Sektor i (Ajj) hangt 
ab 1. von dem laufenden Einkommen 1; (t), das den Verbrauch bestimmt 
(Multiplikatorhypothese), 2. von der Anderung dieses Einkommens 


[75 (t—1) —%4(t—2)] 
(Akzelerationshypothese), die die Investierung bestimmt: 


Aj (t) = aij XG (t) + big [YG (t—1) — 44 (t—2)] + Cy. 


Hierbei sind aj;, bj; konstante Koeffizienten, und Cj; ist eine von Einkommen und 
Zeit unabhangige Konstante, die etwaige Verbrauchs- und Investitionskonstan- 
ten zusammenfasst. Die Summe der Ausgaben fiir Verbrauch und Nettoinvesti- 
tion (einschliesslich der Ausgaben fiir Eigenerzeugnisse) ist notwendig gleich 7}. 
Der Autor untersucht mathematisch die Eigenschaften des Modells daraufhin, 
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ob das Einkommen (des Sektors oder der Gesamtwirtschaft) gegen einen Gleich- 
gewichtszustand konvergiert, ob die Zeitkurve des Einkommens monoton auf- 
warts (oder abwarts) verlauft, ob sie alternierende Oszillationen oder Konjunk- 
turschwingungen zeigt. 

Da es schwierig ist, fiir ein kompliziertes Modell fruchtbare Aussagen von all- 
gemeiner Giiltigkeit zu machen (man beachte das interessante Resultat im 2. Teil, 
2. Abschnitt, Nr. 3), wendet der Autor es auf die Weltwirtschaft mit den 5 Sektoren 
Deutschland, usa, Grossbritannien, Niederlande, iibrige Welt an; er legt dabei 
die Jahreswerte 1950 bis 1956 zugrunde. Das wichtigste Ergebnis ist hier, dass die 
bekannte lineare Beziehung zwischen Einfuhr und Volkseinkommen zumindest 
fiir die Verbrauchsgiiter auf die Einfuhr eines Sektors ausgedehnt werden kann. 

Die Arbeit zeugt durchweg von umfassender Sach- und Literaturkenntnis; sie 
ist in ihrem ersten Teil und den ersten beiden Abschnitten des zweiten Teils auch 
als vorziigliche Einleitung in das Gesamtproblem der Sektorenanalyse zu emp- 
fehlen. Dem Rezensenten ist eine ahnliche, gleichweit fiihrende Untersuchung 
nicht bekannt. Am nachsten steht ihr Leontiefs Beitrag (3. Kapitel) in «Studies 
in the Structure of the American Economy» (1953). Doch hat Leontief, der For- 
mulierung in Differentialgleichungen bevorzugt, weder die theoretische Analyse 
gleich weit geférdert noch eine empirische Anwendung versucht. 


Die folgenden Einzelkommentare erscheinen angebracht: 


1. Wahrend der Autor den von Hicks benutzten zweifachen «lag» in der 
Akzelerationshypothese beibeh4lt, schreibt er die Verbrauchsfunktion ohne lag. 
Das erscheint gerechtfertigt, da hier der lag-Effekt empirisch klein ist, und hat den 
Vorteil, dass als Zeiteinheit die der Akzeleration eigentiimliche Einheit verwandt 
werden kann. Freilich macht der Autor in der empirischen Anwendung von die- 
sem Vorteil keinen Gebrauch, sondern beniitzt die herk6mmliche Einheit «Jahr»; 
das dem Rezensenten bekannte amerikanische Material weist im Durchschnitt 
auf einen langeren lag in der Akzeleration hin. 

2. Es diirfte sich empfehlen, von vornherein die alternierend-oszillierenden 
Lésungen (negativ-reale Wurzeln) von den Konjunktu: bewegungen (komplexe 
Wurzeln) zu trennen. Ferner solte klargestellt werden, dass die Konjunktur- 
bewegungen in den einzelnen Sektoren zwar notwendigerweise gleiche Langen 
haben, nicht aber gleiche Schwingungsweiten (wegen des unterschiedlichen Ein- 
flusses der ajj- und 5;j-Koeffizienten auf das besondere Sektoreinkommen 1; (t)). 

3. Der wertvolle Abschnitt 4 des zweiten Teils berichtet iiber Bestimmungs- 
methoden fiir die Zahl und Grésse der realen Wurzeln und die Grésse der kom- 
plexen Wurzeln (kleiner oder grésser als eins). Der Abschnitt ist arithmetisch, das 
heisst, die Methoden in Nr. 2 und Nr. 3 setzen numerische Bestimmtheit der 
Koeffizienten voraus. Merkwiirdigerweise ist der auch algebraisch anwendbare 
Satz von Harriot-Descartes nicht erwahnt, der es erlaubt, auf einfache Weise 
die Héchstzahl der realen Wurzeln (getrennt fiir positive und negative Wurzeln) 
und die Mindestzahl der komplexen Wurzeln zu bestimmen. Was die Frage nach 
Konvergenz oder Divergenz anbetrifft, so ist manchmal die Feststellung méglich, 
ob ausser schon bekannten Wurzeln noch andere auf dem Einheitskreis in der 
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komplexen Zahlenebene auffindbar sind, wenn nicht, so miissen aus Konti- 
nuitatsgriinden alle anderen Wurzeln entweder innerhalb des Einheitskreises 
(Konvergenz) oder ausserhalb (Divergenz) liegen. Die Alternative kann meistens 
leicht dadurch entschieden werden, dass man empirisch-numerische Kombina- 
tionen von Koeffizienten sucht, die eine Wurzel grésser oder kleiner als eins er- 
geben. 

4. Dr. ScHuMANN hebt selbst hervor, dass angesichts der kleinen Zahl der 
Freiheitsgrade (fiinf Beobachtungen und zwei unabhangige Veranderliche) die 
Zuverlassigkeit der geschatzten Koeffizienten nicht gross sein kann. Aber auch bei 
zahlreichen Beobachtungen ware es kaum méglich gewesen, ein «unverzerrtes» 
(unbiased) Ergebnis zu bekommen. Eine weitere Verzerrung entsteht aus der 
Anwendung der klassischen Schatzungsmethode, in der jede der fiinf Gleichungen 
gesondert geschatzt wird, im Gegensatz zum Beispiel zu der «reduced form»- 
Schatzung (Haavelmo-Cowles Commission), deren Anwendung jedoch eine sehr 
viel gréssere Anzahl von Beobachtungen voraussetzt. Schwerer wiegt, dass 
Dr. SCHUMANN €s unterliess, die « Bedeutsamkeit» (significance) seiner Resultate 
zu prifen. Wie Friscu gezeigt hat, geniigt es nicht, den Koeffizienten der Mehr- 
fachkorrelation zu bestimmen. Im vorliegenden Fall darf man zwar annehmen, 
dass zwischen den Veranderlichen Y; und A %}-, keine « bedeutsame » Korrelation 
bestanden hat. Nichtsdestoweniger ist es wiinschenswert, dass im Fall einer Neu- 
bearbeitung auf Grund reichlicheren Materials auch die partiellen Korrelations- 
koeffizienten mitgeteilt und auf «Bedeutsamkeit» gepriift werden. Auch fiir die 
Frage, ob die verbleibenden Restgréssen sich wie Zufallsgréssen verhalten, sind 
Priifungsverfahren verfiigbar. 

Vorschlage zur Verbesserung sind leicht gemacht. Der Rezensent méchte 
betonen, dass die Studie auch in der vorliegenden Form einen wichtigen Beitrag 
zur Erforschung der 6konomischen Dynamik darstellt. 


New York Hans NEISSER 
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